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Utilities Services of South Carolina inc.

Summary of Cost of Capital and Fair Rate of Return

Based on the Actual Consolidated Ca ital Structure of Utilities Inc. at December 31 2006

T e of Ca ital ~Ratios t Cost Rate Wei hted Cost Rate

Total Debt

Common Equity

Total

59.83%

40.17%

100.00%

6.60%

11.40% - 12.00% (2)

3.84%

4.58%

8.42%

3 84%

4.82%

8.66%

(1) From Exhibit B, Page 5 of the Application of Utilities Services of South Carolina, inc. . for adjustment of rates and

charges for the provision of water and sewer service and modification of rate schedules.

(2) Based upon informed judgment from the entire study, the principal re. ults of which are summarized on page 2 of

this Schedule
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Utilities Services of South Carolina Inc
Brief Summa of Common E ui Cost Rate

No. Princi al Methods

Proxy Group of Eight
AUS Utility Reports
W~ater Cere &aeiea

Proxy Group of Four
Value Line (Standard

Edition) Water
Com anies

Discounted Cash Flow Model (DCF) (1)

Risk Premium Model (RPM) (2)

Capital Asset Pricing Model (CAPM) (3)

98

10.8

10.2

10.1

11.0

10.5

Comparable Earnings Model (CEM) (4) 143 14.2

Indicated Range of Common Equity
Cost Rate before Adjustment for
Business Risk 10.80 % 11 40 %

Business Risk Adjustment (5) 0.30 0.30

Indicated Range of Common Equity

Cost Rate after Adjustment for

Business Risk 11 10 % 11.70 %

Financial Risk Adjustment (6) 0.30 0.30

Recommended Range of Common

Equity Cost Rate after Adjustment
for Business and Financial Risk 'l1.40 % 12.00 %

Notes. (1) From Schedule PMA-5 of this Exhibit.

(2) From page 1 of Schedule PMA-10 of this Exhibit.

(3) From page 1 Schedule PMA-11 of this Exhibit.

(4) From pages 2 and 5 of Schedule PMA-12 of this Exhibit.

(5) Business risk adjustment to reflect Utilities Services of South Carolina, lnc. 's greater
business risk due to its small size relative to each proxy group a, detailed in IVls. Ahern's

accompanying direct testimony.

(6) Financiel risk adjustment to reflect Utilities Services of South Carolina, Inc. 's greate
financial risk relative to each proxy group as detalied in Ms. Ahern's accompanying direct



Utilities Service of South C rokna Inc.

Denvation of Investment Risk Adjustment Based upon

Ibbotson Ass ciates' Size Premia for the Decile Porffolios of he NYSE/AMEX/NASDA

Line No.

Total Capitalization (incl. Short-Term

Debt for the Year 2006
(times larger)( millions )

Market Capitalization on July 10,
2007 1

(times larger)( millions )

Applicable Deciie
of the

NYSE/AMEX/
NASDAQ

Applicable Size
Premium

Spread from

Applicable Size
~P» 2

1. Utilities Services of South Carolina, Inc

Based upon the Proxy Group of Eight AUS Utility

A Re orts Water Com anies

$6.591 (3)

14 9AA 10 (4) 6,27% (5)

Based upon the Proxy Group of Four Value Line

B. Standard Edition Water Com anies $15.074 110 (4t 6 27 4

2 Proxy Group of Eignt AUS Utility Reports Water

Com anies $555.480 (6) 84.3 x $710.535 47,4 x 8 - 9 (7) 2.49% (8) 1 '080/

Proxy Group of Four Value l.ine (Standard Edition) Water

3, Com anies $898.745 (9) 136.4 $1,158.741 76.9 7 (10) 1 62% (11) 4,65%

See page 4 for notes.

Decile

1 - Largest
2
3
4
5
6
7
8
9
10 Smallest

Number of
~C

168
179
198
184
209
264
291
355
660
1744

Recent Total
Market

~ct I tl to
( millions I

$9,586,846.750
2, 148,609,950
1,126,434,240

624,621.080
492,840.110
428,711.640
333,661,890
284,415.720
298,400.730
229,218,310

Recent
Average
Market

( millions )

$57,064,564
12,003.408
5,889.062
3,394.680
2,358.087
1,623.908
1,146.604

801.171
452.122
131.433 D D3 fTI

0) r1 X
Q Z3'
ip rb cx'
co I:

D
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Utilities Services of South Carolina Inc.
Derivation of Investment Risk Adjustment Based upon

Ibbotson Associates' Size Premia for the Decile Portfolios of the NYSE

Notes

(1) From page 5 of this Schedule.

(2) Line No. 1 —Line No. 2 and Line No. 1 —Line No. 3 of Columns 3 and 4, respectively. For example, the
3.78% in Column 5, Line No. 2 is derived as follows 3./8%% = 6.27% - 2.49%.

(3) Company provided.

(4) With an estimated market capitalization of $14.988 million (based upon the proxy group of eight AUS

Utility Reports water companies) and $15.074 million (based upon the proxy group of four Value Line

(Standard Edition) water companies), Utilities Services of South Carolina, inc. falls in the 10'"decile of
the NYSE/AMEX/NASDAQ which has an average market capitalization of $131.433 as shown in the
table on the bottom half of page 3 of this Schedute.

(5) Size premium applicable to the 'IO decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this

Schedule.

(6) From page 1 of Schedule PMA-3

(7) With an estimated market capitalization of $710.535million, the proxy group of eight AUS Utility Reports
water companies falls between the 8 and 9 deciles of the NYSE/AMEX/NASDAQ which have an
average market capitalization of $626.647 million as can be gleaned from the information shown in the

table on the bottom half of page 3 of this Schedule.

(8) Average size premium applicable to the 8' and 9 deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 15 of this Schedu'le.

(9) From page 1 of Schedule PMA-4.

(10) With an estimated market capitalization of $1,158.741 million, the proxy group of four Value Line

(Standard Edition) water companies falls in the 7 decile of the NYSE/AMEX/NASDAQ which has an

average market capitalization of $1,146.604 million as shown in the table on the bottom half of page 3
of this Schedule.

(11) Size premium applicable to the 7 decile of the MYSE/AMEX/NASDAQ as shown on page 15 of this

Schedule.

Source of Information: ibbotson Associates, Stocks Bonds Bills and Inflation —Valuation Edition —2007
Yearbook, Morningstar, Inc. , Chicago, IL, 2007



U ikliss erwces of c th Carokna inc

Market Capitalization of Utilities Services of South Carolina, Inc.

the Proxy Group of Eight AUS Utility Reports Water Companies and the

lh Prox rou of Four Value Line tandard dition Water orn a Jes

Com an

Common Slack Shares
Outstanding al March 31,

2007
( millions I

Book Value per
Share al March 31,

Tctal Common

Equity st March
31. 2007

( millions I

Ciosirig Stock
Market Pnce on~J» 5

Market-to-Book
Retie at July 10,

2 tt
Market

Capitalization on

', mJIIJons 5

Utiklres Services of South Caroiina, Inc.

Based upon the Proxy Group of Eighl AUS Utility Reporls

Water Companies

5 5 2
*

Based upon the Proxy Group of Four Value Line

'Standard Edition Wale. Com antes

Prox Grou of EJ hl AUS Ulilil" Re on Wats, Com anise

Amencan States Waler Co.
Aqua Amsnca, Inc.
Artesian Resources Corp.

California Water Service Group

Connecticut Water Service Inc.

Middlesex Water Company
SJW Corp.
York Water Company

Average

17.055
133.261

6.273
20.659

8,305I

13.168
18.312
11,218

28.531

$287.319
928.164
91.958

373.930
99.049

129,121
227.707
65.672

16.847
6.965

14.659
18.100
11.928
9.806

12,435
5.854

2. 5 535

$35.260
22,280
19.200
36.690
24.580
18.860
31.970
17.610$25.806

209.3
319.9
131,0
202.7
206. 1

192.3
257. 1

300.8

227.4 5/5

$601.359
2, 969.055

120.442
757.979
204.112
248.348
585.435
197,549

5 5

Proxy Group of Four Value Line (Standard Editioni Water

Com anise

Amencan States Water Co.
Aqua Amencs, Inc,

California Water Service Group

Southwest Water Company

17.055
133.261
20.659
24,026

$16.647
6.965

18.100
6.977

$287.319
926.164
373.930
167.641

$35.260
22.280
36.69D
12.760

209 3
319.9
202.7
182.9

$601.359
2, 969.055

757 979
306.572

48.750 5 22 5 352 $26.748 228 7 5/5 $1,158.741

NA = Not Available

Notes: (1) Column 3 / Column 1.
(2l Column 4/ Column 2.
(3) Column 5 Column 3.
(4) Company-provided at June 30, 2007

(5) The market-to-book ratio of Utikties Services of South Carolina, Inc at Juiy 10. 2007 Js assumed lo be equal to the average market-lo-book ratio at July

10, 2007 of the proxy group of eight AUS Utility Reports water companies.

(6) Utilities Services of South Carolina, Inc's common slack, if traded, would trade at a market-to. book ratio equal lo the average market-to-book ratio at

July 10, 2007 of ihe proxy group of eight AUS Utikly Reports water companies, 227 4%, and Ublilies Services of South Carolina, Inc/s market

CapilaliZatiOn ai July 10, 2007 WOuld therefare haVe been $14.988 millian. ($14.988 o $6 591 227.4%).

(7) The market-to-book ratio of Utilities Services of South Carokna, Inc. al July 10, 2007 is assumed to be equal to the average market-to-book ratio al July

10, 2007 of the proxy group of four Value Line (Standard Editioni water companies,

(8) Ulililies Services of South Carolina, Inc/s common stock, if traded, would trade at a market-to-book ratio equal to the average market-lo-book ratio at

July 10, 2007 of the proxy group of four Value Line (Standard Edition) water companies, 228, 7%o, and Utililies Services of South Carolina, Inc, 's market

capitalization at July 10, 2007 would therefore have been $15.074 million. ($15.074 = $8,591 228.7%).

W Cr) m
0) C) X

(03
cg fD

53
8/

Source of Information: Standard & Poor's Compuslat Sarwces, Inc. Research Insight PCPius Dale Base

finance. yahoo. corn
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Stocks, Bonds, Bills,

and Inflation

Market Results for

1926-2006

2007 Yearbook

Va luation Edition
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Chapter 7
Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance is that of a relationship between firm

size and return. The relationship cuts across the entire size spectrum but is most evident among

smaller companies, which have higher returns on average than larger ones. Many studies have looked

at the effect of firm size on return. ' In this chapter, the returns across the entire range of firm size

are examined.

Construction of the Deciie Portfolios

'The portfolios used in this chapter are those created by the Center for Research in Security Prices (CRSP)

at the University of Chicago's Graduate School of Business. CRSP has refined the methodology of cre-

ating size-based portfolios and has applied this methodology to the entire universe of

NYSE/AMEX/NASDAQ-listed securities going back to t ttz6.

The New York Stock Exchange universe excludes closed-end mutual funds, preferred stocks, real

estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts, and

Arnericus Trusts. All companies on the NYSE are ranked by the combined market capitalization of their

eligible equity securities. The companies are then split into to equally popttlated groups, or deciles.

Eligible companies traded on the American Stock Exchange (AMEX) and the Nasdaq National Market

(NASDAQ) are then assigned to the appropriate deciles according to their capitalization in relation to

t' he NYSE breakpoints. 'The portfolios are rebalanced, using closing prices for the last trading day of

March, June, September, and December. Securities added during the quarter are assigned to the

appropriate portfolio when two consecutive month-end prices are available. If the final NYSE price of

a security that becomes delisted is a month-end price, then that month's return is included in the

quarterly return of the security's portfolio. When a month-end NYSE price is missing, the month-end

value of the security is derived from merger terms, quotations on regional exchanges, and other sources.

If a month-end value still is not determined, the last available daily price is used

Base security returns are monthly holding period returns. All distributions are added to the month-

end prices, and appropriate price adjustments are made to account for stock splits and

dividends. The rettun on a portfolio for one month is calculated as the weighted average of the

returns for its individual stocks. Annual portfolio returns are calculated by compounding the monthly

portfolio returns.

Size of the Deciles

Table z-z reveals that the top three deciles of the NYSE/AMEX/NASDAQ account for most of the total

market value of its stocks. Nearly two-thirds of the market value is represented by the first decile, which

currently consists of r68 stocks, while the: smallest decile accounts for just over one percent of the

1 Rolf W. Banz was the first to document this phenomenon. St:e Benz, Rolf W. "The Relationship Between Returns and Market

Value of Common Stocks, "Journal of Financirt/ Economics, Vok p, t98r, pp. 3 t 8.

Morningstar, Inc 129
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Chapter 7

market value. The data in the second column of Table 2-7 are averages across all 8r years. Of course,

the proportion of market value represented by the various deciles varies from year to year.

Columns tluee and four give recent figures on the numlber of companies and their market

capitalization, presenting a snapshot of the structure of the deciles near the end of zoo6.

Table 7-1

Size-Decile Portfolios of the MYSE/AMEX/MASDAQ Stze and Composition

1926 through September 30, 2006

Decile

1 largest

2

3

4

5

6

7

8

9

10-Smallest

Historical Average
Percentage of

Total Capitalization

63.26%

13.97%

7 57%

4 73%

3.24%

2.38%i

1.74%

1.29%

1.0D%

0 82%

Recent
Number of

Companies

168

179

198

184

209

264

291

355

660

1,744

Recent
Decile ftgarhet

Capitalization
lin thousamls1

69,586,846,750

2,148,609,950

1,126,434.240

624,621,08D

492,840.110

428,711,640

333,661,890

284,415,720

298,400,730

229,2'I 8,310

Recent
Percentage of

Total Capitalization

61 64%

13.81%

7 24%

4 02%

3 17%

2.76%

2 15'/

1.83%

1 92%

1 47%

fuiid-Cap 3-5

low-Cap 6-8

Micro-Cap 9 10

15 54%

5 41%

1.83%

591 2,243,894,380 'l5 41%

910 1,046,789,11D 7.19%

2,404 527, 619,1DO 3 62%

Source; 200703 CRSp' Center for Research in Security Prices Graduate School of Business, 'ihe University of Chicago.

Used with permission AO rights reserved www crsp. uchicago. edu.

Historical average percentage of total capitalization shows the average, over the last 81 years, of rfre decile market values

as a percentage of the total NYSE/AMEX/14ASDAO calculated eachmonth. Number of companies in deciles. recent market

capitalization of deciles, and recent percentage of total capitalization are as of September 30, 2006.

Table 2-z gives the current breakpoints that define the composition of the NYSE/AMEX/NASDAQ size

deciles. The largest company and its market capitalization are presented for each decile. Table

7-3 shows the historical breakpoints for each of the three size groupings presented throughout this

chapter. Mid-cap stocks are defined here as the aggregate of deciles 3—5. Based on the most recent data

(Table 7-z), companies within this mid-cap range have market capitalizations at or below

$7,777,I83,ooo but greater than $I,r746, 588,ooo. Low-cap stocks include deciles 6—8 and currently

include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below

$r, crq6, 588,ooo but greater than $6z6,955&ooo Micro-cap stocks include deciles cr—ro and include

companies with market capitalizations at or below $6z6,4755,ooo. The market capitalization of the

smallest company included in the micro-capitalization group is currently $z,z42,ooo

130 SBBI Valuation Edition 2007 Yearbook
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Firm Size and Belurn

Table 7-2

Size-Docile Portfolios of the MYSE/AMEX/NASDAQ. Largest Company
and Its Market Capitalization by Decile
September 30, 2006

neeile

I-Largest

2

3

5

6

8

9

10-Smallesl

Market Capitalization
of targesl Company

lin thousands)

$371,187,368

16,820, 566

7.777, 183

4,085, 184

2.848,771

1,946,588

1.378,476

976.624

626, 955

314,433

Company Name

Exxon Mobil Corp.

EOG Resources Inc

Xcef Energy Inc

First American Corp ICA

Scolts Miracle Gro Co

OBS Technologies Inc.

ESCO Technologies Inc

Knoll Inc

Bandag Inc

M 6r F Worldwide Corp.

Source Center for Research rn Security Prices, University of Chicago

Presentation of the Decile Data

Summary statistics of annual returns of the ro deciles over r92, 6—zoo6 are presented in Table 7-4. Note

from this exhibit that both the average return and the total risk, or standard deviation of annual returns,

tend to increase as one moves from the largest decile to the smaHest. Furthermore, the

serial correlations of returns are near zero for all but the smallest two deciles. Serial correlations and

their significance will be discussed in detail later in this chapter.

Graph y-z depicts the growth of one dollar invested in each of three NYSE/AMEX/NASDAQ

groups broken down into mid-cap, low-cap, and micro-cap stocks, The index value of the entire

NYSE/AMEX/NASDAQ is also included. All returns presented are value-weilzpted based on the

market capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect

in some years is noteworthy. While the largest stocks actually declined 9 percent in r977, the

smallest stocks rose more than z,n percent, A more extreme case occurred in the depression-recovery

year of 793', when the difference between the first and tenth decile retrains was far more

substantial, with the largest stock. s rising q6 perrent, and the smallest stocks rising zz4 percent. This

divergence in the performance of small and large company stocks is a common occurrence.

Morningstar, Inc 131
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fable 7-3

Size-Decile Portfolios of the MYSE/AMEX/NASDAQ

Largest and Smallest Company by Size Group

Chapter 7

from 1926 tot 965

Capitalization of Largest Company
lin thousands)

Capitalization of Smallest Company

lia thousandsl

Date
(Sept 301

1926

1927

1928

1929

1930

Mid-Cap
3-5

$61,490

$65,078

$81,095

$103,054

$66,750

Low-Cap
6-8

$13,835

$14,522

$18,788

$24,300

$12.918

Micro-Cap
9-10

$4,263

$4,450

$5,119

$5,850

$3,356

Mid-Cap
3-5

$13,860

$14,664

$18.801

$24,328

$13,050

Low-Cap
6-8

$4,278

$4,496

$5.170

$5,862

$3,359

Micro-Cap
9-10

$43

$65

$135

$»8
$3D

1931

1932

1933

1934

1935

$43, 120

$12,667

$40, 298

$38,019

$37,531

$8, 142

$2.208

$1,28D

$6,638

$6,549

$1,944

$468

$1,875

$1,691

$1,35D

$8.222 $1,946 $15
$7.273 $469 $'I 9

$7,34S $1,892 $12D

$6,669 $1,722 $69

$6,605 $1,383 $38

1936

\ 937

1938

1939

1940

1941

1942

1943

1944

1945

$46, 980

$51,750

$36,1DZ

$35,409

$30,930

$31,398

$26,037

$42, 721

$46221

$55,268

$»,526

$13,635

$8,372

$1,478

$8,007

$8,33li

$6,870

$'I1,403

$13,066

$1),575

$2,800

$3,563

$2, 195
$'1,854

$1,872

$2,087

$1,779

$3,847

$4,812

$6,428

$»,563

$13,793

$8,400

$7,500

$8,130

$8,357

$6,875

$»,415

$13,D68

$17,584

$2,801

$3,60D

$2,2DD

$1.86D

$1.929

$2, 10D

$1.788

$3,903

$4.820

$6,466

$98

$68

$60

$75

$51

$72

$82

$395

$309

$225

1946

1947

194S

1949

1950

1951

1952

1953

1954

1955

1956

1957

1958

1959

1960

1961

1962

1963

1964

1965

$77,784

$57,942

$67,238

$56,D82

$66,143

$82,517

$91,936

$98,595

$125.834

$170,829

$183,792

$194,3DD

$195,536

$256,283

$252.292

$3D1,464

$250,786

$308.903

$349,615

$365.675

$24, I 92

$17,735

$19,637

$14,549

$18,675

$22,750

$25,452

$25,374

$79.701

$41,681

$46,886

$47,658

$46,774

$64, 110

$61,529

$17,996

$58,1S5

$11,846

$79,508

$84.6DD

$10,149

$6,380

$7,329

$5,1DB

$6.225

$1.598

$8,480

$8, 'I 68

$8,488

$12,444

$13,623

$13,848

$13,816

$19,548

$19,344

$23,562

$18,744

$23,927

$25,595

$28,483

$24, 199 $10.168 $829

$17,872 $6,41D $747

$19,651 $1.348 $784

$14,5/7 $5,»2 $379

$18,7DD $6,243 $303

$22,86D $7,600 $668

$25,532 $8,551 $480

$25,395 $8.177 $459

$29,791 $8,502 $463

$41,86'I $12,524 $553

$47, 'l03 $'l3.659 $1.122

$48,5D9 $13,95D $925

$46,871 $'I 4,015 $550

$64.221 $19,701 $1,804

$61,596 $19,385 $831

$78,976 $23,613 $2,455

$58,866 $18,952 $1,018
$71,971 $24,056 $296

$79.937 $25,607 $223

$85,065 $28,543 $25D

Source: Center for Research in Security Prices, University of Chicago

132 SBBI Valuation Edition 2007 Yearbook
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Table 7-3 (cuntrnued)

Size-Deci)e Portfolios of the NYSE/AIVIEX/NASDAQ

Largest and Smallest Company by Sire Csrotjp

Firm Size and Return

from 1966 to 2006

Capitalization of Largest Company

(in thousands)
Capitalization of Smallest Corapany

(in thousands)

Date

(Sept att)

1966

1967

1968

\969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

Mid-Cap
3-5

$403, 137

$459,438

$531.306

$518,485

$382,884

$551.690

$557,181

$431.354

$356,876

$477,054

$566,296

$584,577

$580,881

$665,019

$762, I 95

Law-Cap
6-8

$99.96a

$118.988

$150,893

$146, /92

$94,754

$147,426

$143,835

$96,699

$79,8'/8

$102,313

$121,717

$139,196

$164,093

$177,378

$199,312

Micro-Cap
9-tg

$34,884

$42,188

$60,543

$54.353

$29.916

$45.570

$46,728

$29.352

$23,355

$30,353

$34,864

$40.700

$47,92/

$51,197

$50,496

Mid-Cap
3-5

$100,107

$119,635

$151,260

$147,3'I I

$94,845

$147.810

$144,263

$96,?t 0

$80.280

$103.283

$121,992

$139,620

$164,455

$177,769

$199,315

Low-Cap
Ltt

$34.966

$42.237

$60,719
$54,503

$29.932

$45,571

$46,757

$29.43D

$23,400

$30,394

$34.9DI

$40.765

$48,038

$51,274

$50.544

Micro-Cap
9-tg

$381

$381

$592

$2, 119

$822

$865

$1,031

$561

$444

$540

$564

$513

$830

$948

$549

1981

1982

1983

1984

1985

$962,39?

$770,517

$1,209,911

$1,075,436

P,440,436

$264, 690

$210,301

$353,889

$315,965

$370,224

$72, 104

$55,336

$104.362

$91.004

$94.875

$264.783

$210,630

$356.238

$316.103

$370.729

$72.450 $1,446

$55.423 $1,060

$104,588 $2.025

$91,195 $2,093

$94,887 $760

1986

198/

1988

1989

1990

$1,857,621

$2,059,1 43

$1,957,926

$2,145,947

$2,17),217

$449,015

$468,948

$421.340

$480,975

$474,065

$110.617

$113,419

$94.449

$100,285

$93,?r50

$449,462 $110,953 $706

$470,662 $113.430 $1,277

$421,675 $94.573 $696

$483,623 $1D0,384 $96

$474,477 $93,790 $132

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

$2, 129.863

$2,428.6?I

$2.705,192

$2,470,244

$2.789,938

$3,142,657

$3,464,440

$4,216, /07

$4,251,741

$4,143,902

$457,958

$500,327

$603,588

$5%,059

$647,210

$751,316

$813,923

$925,688

$875,3Q9

$84o,ooa

$8'l.586

P03,352

$137,105

$148,104

$155,386

$193,001

$228,900

$Z52.553

$220,397

$192,083

$458,853 $87.733

$500,346 P03,500
$60'/, 449 $137,137

$597.975 $148,216

$647,253 $155.532

$751,680 $193,016

$814,355 $229, 058

$926,215 $253,031

$875,582 $220.456

$840,730 P92,439

$278

$510

$602

$598

$89

P.O43

$585

$1,671

$1,502

$1,393

2001

zaoz

2003

2004

2D05

$5,156,315

$4,930,3ZB

$4,744,580

$6,241,953

$7,187,244

$1,108,224

$1,116,525

$1,163,369

$1,607,854

$1,728,888

$265,734

$3a8,980

$329,060

$505,437

$586.393

$1.108,969
$'1, 124,331

$1,163,423

$1,6Q7,931

$1,729,364

$265.736 $443

$309245 $501

$329,529 $332

$506.410 $1393
$587,243 $1,079

2006 $7,777, 183 $1,946,588 $626,955 $1,947,240 $627,017 $2.247

Source. Center lur Research in Security Prices, university of Chicago
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Table 7-4

Size-Decile Portfolios of the MYSE/AltfiEX/ltlASDAII, Summary Statistics of Annual Returns
1926—2006

Decile

I-t.argest

2

3

4

5

6

8

9

10-Smaaest

Mid-Cap, 3—5

I.ow. Cap, 6-8
Micro-cap, 9-10
hIYSE/AMEX/NASDAQ

Total Value-Weighted Index

Geometric
Mean

96
'l I 0
'll 3

11.3
11.7
11 8

II 7

11.9
121
14.D

11.4
118
128
101

Arithmetic
Mean

11 3
13 3

138
14 3

14 9
153
\56
16.6

17.5

21.6

14.2
157
18.8
12.1

Standard
Deviation

19 06

21 72

23 51

25 78

26 61

27.67

29 80

33 27

36.31

45.16

24.59

29 34

38 92

20 D8

Senal
Correlation

009
0D3

-0 02

-0 02

-0 02

004
aat
004
0.05

0, 15

—0.02

D.03

008
Q 03

Sowce: Center for Research in Security Prices, University of Chicago

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does not,
in the context of the capital asset pricing model (CAPM), fully account for their higher returns over the

long term. In the CAPM only systematic, or beta risk, is rewarded; small company stocks have had

returns in excess of those implied by their betas.

Second, the calendar annual return diHerences between small and large companies are serially

correlated. This suggests that past annual returns may be of some value in predicting future annual

returns. Such serial correlation, or autocorrelation, is practically arnknown in the market for large stocks
and in most other equity markets but is evident in the size premia.

Third, the firm size effect is seasonal. For example, small company stocks outperformed large com-

pany stocks in the month of January in a large majority of the years. Such predictability is surprising and

suspicious in light of modern capital market theory. These three aspects of the firm size effect—
long-term returns in excess of systematic risk, serial correlation, and seasonality —will be analyzed

thoroughly in the following sections.

134 SBBI Vatuation Edition 2007 Yearbook



Exhibit No.
Schedule PMA-I
Page f 3 of ts

Firm Size and Return

Graph 7-1

Size-0ecile Portlolios of the MYSE/AINEX/ItiASDAQ: Wealth Indices of Investments in Mid-, Lovv-, Micro- and
Total Capitalization Stocks
Year-end 19Z5 = $1 00

19Z5-2006

$20,000

$10,000

$1,000

$100

$10

$16,763.20

$8,366 90
,v $6.350.95

r

r $2,474 74

Micro-Cap Stock

l.ow-Cap Stock

,
~Pl'
J

/ /' Mid-Cap Stock

Total N&lue

Weighted MYSE/

/'Q
t. AMEX/NASDAO

$0

1925 1935

Year-end

1945 1955 1965 1975 1985 1995 2006

Source; Center for Research in Security Prices, University of Chicago.
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f.ong-Term Returns in Excess of Systematic Risk

The capital asset pricing model (CAPM) does not fully account for the higher returns of small company
stocks. Table 7-S shows the returns in excess of systematic risk over the past 8z years for each decile of
the NYSE/AMEX/NASDAQ. Recal) that the CAPM is expressed as follows:

k, = r, +(P,x ERP)

Table 7-S uses the CAPM to estimate the return in excess of the riskless rate and compares this estimate
to historical performance. According to the CAPM, the expected return on a security should consist of
the riskless rate plus an additional return to compensate for the systematic risk of the security. The
return in excess of the riskless rate is estimated in the context of the CAPM by multiplying the equity
risk premium by P (beta). The equity risk premium is the return that compensates investors for taking
on risk equal to the risk of the market as a whole (systematic risk). ' Beta measures the extent to which
a security or portfolio is exposed to systematic risk. .' The beta of each decile indicates the degree to
which the decile's return moves with that of the overall market.

A beta greater than one indicates that the security or portfolio has greater systematic risk than the

market; according to the CAPM equation, investors are compensated for taking on this additional risk.

Yet, Table 7-S illustrates that the smaller deciles have had returns that are not fully explained by their

higher betas. This return in excess of that predicted by CPM increases as one moves from the largest
companies in decile t to the smallest in decile zo. The excess return is especially pronounced for micro-

cap stocks (deciles cr—xo). This size-related phenomenon has prompted a revision to the CAPM, which

includes a size premium. Chapter 4 presents this modified CAPM theory and its application in more
detail.

This phenomenon can also be viewed graphically, as depicted in the Graph 7-z. The security
market line is based on tbe pure CAPM without adjustment for the size premium. Based on the risk

(or beta) of a security, the expected return lies on the security market hne. However, the actual historic
returns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating that these

deciles have had returns in excess of that which is appropriate for their systematic risk.

z Thc equity risk premium is estimated by the 8t-year arithmetic mean return on large company stocks, zz. yq percent, less
the 8r-year arithmetic mean income-remrn component of zo-year government bonds as the historical riskless rate, in this
case s.zz percent. (lt is appropriate, however, to match the maturity, or duration, of the riskless asset with the investment
horizon. ) See Chapter 5 for more detail on equity risk premium estimation.

3 Historical betas were calculated using a simple regression of rhe monthly portfoho (d~1e) total returns in excess of the

3 o-day U.S.Treasury bill total returns versus the ssr e too total returns in excess of the so-day U.S. Treasury bill,
january t 9z6-December zoo6. Se» Chapter 6 for more detail on beta esrimatiou.
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Table 7.5
Long-Term fteturns in Excess of CAPf)fl Estimation for Decile Portfolios of the MVSE/Al)ftEX/MASDAQ

1926-2006

Decile Beta"

Arithmetic
Mean

Return

Realized
Relurn in

Excess of
Riskless Rate'

Estimated
Return in

Excess ol
Riskless Ratet

Size Premium
fnetma in
Excess of

CAPM)

1-Largest

2

3

4

5

0 91

1 04

1.10

1 'l3

116

11.35%

13.25%

13 85%

14 28%

14 92%

6.13%

8 04%

8.64%

9.07%

9.71'ro

6.49% -0 36%

7.39% 0 65%

7.82% 0 81%

8.04% 1 03%

8.26% 1.45%

6

7

8

9

10-Smallest

Mid-Cap, 3-5

Low-Cap, 6-8

Micro-Cap, 9-10

1 18

123
1 28

1 34

1.41

1 12
'I 22

1 36

15 33%

15 63%

16.61%

17 48%

21 57%

14 15%

15 67%

18 77%

10.11%

10.42%

11.39%

12.27%

16.36%

&.94%

10.46%

13.56%

8 45%

8 80%

9.12%

9 57%

10 09%

7 97%

8.70%

9 li8%

1 67%

1 62%

2 28%

2 70%

6.27%

0 97%

1 76%

3 88%

Betas are estimated from monthly portfolio total returns in excess of the 30day U S Treasury bili totat return versus the SfkP 500 total returns

in excess of the 30-day U S Treasury bill, January 1926-December 2006

"Historical riskless rate is measured by the 81-year arithmetic mean income return component of 20-year oovernment bonds )5 21 percent)

tCalculated in the context of the CAPM by multiplying the rntuity risk premium by beta. The equity risk premium is estimated by the arithmetic

mean total retmn of the SB P 500 [12 34 percent) minus the arithmetic mean income return component of 20-year government bonds

{521 percent) fiom1926-2006

Graph 7-2

Security Nlarket Line versus Size-Decile Portfolios of the if)VSE/ARIEX/MASDAQ

1926-2006

'lo

+

15
cc

10

E
+

«f

9
8

2 48+
1

Stirp 500

Riskless Rate

OO OZ 0 4 0 6 0 8 1.0 1.2 I 4 1.6

Beta Source: Center for Researchin Security Prices, University of Chmago ldecile data).
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Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to explain the return due solely to size in publicly
traded companies. However, by splitting the xoth decile into two size groupings we can get a closer look
at the smallest companies. This magnification of the smallest companies will demonstrate whether the

company size to size prerrua relationship continues to hold true.
As previously discussed, the method for determining the size groupings for size premia analysis

was to take the stocks traded on the NYSE and break them up into xo deciles, after which stocks
traded on the AMEX and NASDAQ were allocated into the same size groupings. This same method-

ology was used to split the xoth decile into two parts: xoa and xob, with xob being the smaller of the
two. This is equivalent to breaking the stocks down into zo size groupings, with portfolios x9 and zo
representing xoa and xob, .

Table 7-2 shows that the pattern continues; as companies get smaller their size premium increases.
There is a noticeable increase in size premium from xoa to xob, which can also be demonstrated
visually in Graph 2-3. Tlus can be useful in valuing companies that are extremely small. Table 7-6
presents the size, composition, and breakpoints of deciles xoa and rob. First, the recent number of com-

panies and total decile market capitalization are presented. Then the largest company and its market
capitalization are presented.

Breaking the smallest decile down lowers the significance of the results compared to results for the
xoth decile taken as a whole, however. The same holds true for comparing the xoth decile with the

Mrcro-Gap aggregation of the 9th and xoth deciles. The more stocks included in a sample the more

significance can be placed on the results. While this is not as much of a factor with the recent years of
data, these size premia are constructed with data back to xcrz6. By breaking the xoth decile down into
smaller components we have cut the number of stocks included in each grouping. The change over time

of the number of stocks included in the xoth decile for the NYSE/AfvlEX/NASDAQ is presented in Table

7-8. With fewer stocks included in the analysis early on, there is a strong possibility that just a few

stocks can dominate the returns for those early years.

While the number of companies included in the xoth decile for the early years of our analysis is

low, it is not too low to still draw meaningful results even when broken down into subdivisions xoa and

xob. All things considered, size premia developed for deciles xoa and xob are significant and can be used

in cost of capital analysis. These size premia should greatly enhance the development of cost of capital

analysis for very small companies.

Table 7-6

Size-Decile Portfolios 'fga and 10b of the IffYSE/AMEX/MASDAQ,

Largest Company and Its Market Capitalization
Septefnhef 30, 2006

Decile

10b

Recen1 Number
of Companies

511

1,237

Recent Decile
Market Cepitalitation

(in tbonsendsl

124,268,473

'1 03,630,389

Nlaiket Capitalization
of Largest Company

Iin thousands}

314,433

'I73,439

Company
Name

M & F Worldwide Corp

Great takes Bancorp Inc New

Mate: These numbers may not aggregate to equal decife 10 figures
Source: Center for Research in Security Prices, University of Chicago
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Table 7-7

Long-Term Returns in Excess of CAPM Estimation for Decile Ponfoiios of ihe MYSE/AMEX/MASDAG,

with 'IOth Decile Split
1926-2006

1-Largest

2

3

4

5

6

7

8

9

10a

10b-Smallest

Mid Cap, 3 5

Low-Cap, 6-8

Micro. Cap, 9-1Q

Beta'

D.91

1 04

110
113
1.16

1 '18

1 23

1.28

134
1 43

1 39

112
1 22

1 36

Arithmetic
Illlean

Return

11 35%

13.25%

13 85%

14 28'k

14 92%

15.33'k

15.63%

16 61%

l7 48%

19 74%

24 78%

'l4 15%

15 67%

18.77%

Realized
Return in

Excess of
Riskless Rate"'

6 13%

8.04%

864%
9 07%

9 71%

10 11%
10 42%
'l l 39%

12 2/%

l4 53%

19 57ok

8 94%

10 46%

13 56%

Estimated
Return in

Excess of
Riskless Ratet

6.49%

7 39%

7 82%

8 04%

8 26%

8.45%

8 80%

9 12%

9 51%

10 17%

9.89%

1 91%

8 70%

9 68%

Size Premium

lReturn in

Excess of

CAP Nfl

-0.36%

0 65%

0 81%

1.03%

1 45%

1 67%

1 62%

2.28%

2 70%

4 35%

9.68%

0.97%

1 76%

3 88%

"Betas are estimated from monthly portfolio total returns in excess uf the 30-day 0 S Treasury bill total return versus the SBP 5DQ total returns

in excess of the 30 day U S Treasury bill, January 1926—0»cember 20D6

"Historical riskless rate is measured by the O'I-year arithmelic mean income return component of 2D-year government bonds (5 21 perrent)

t Calculated in the context of the CAPM by multiplying the equrty risk premium by beta The equity risk premium is estimated by the arithmetic

mean total return of the S&P 500 !1234 percenll minus the arithmetic mean income return component of 20-year government bonds

15 21 percent) from 1926-2006

Graph /-3

Securittf It/larket Line versus Size-Decile Portfolios of the USE/AltffEX/MASDAQ, with 10th Decile Split

1926-2006

30

25
10b

20

15

E 10

10a

9
+

8

rrusf+
2 p+

SatP 500

5 =

Riskless Rate

0 0 0.2 0.4 0.6 0.8 1.0 1 2 1 4 1.6

Beta Source: Center for Research in Security Prices, University of Chicago {decile data)
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Table 7-B

Historical Number ot Companies for MYSE/AMEX/NASDAQ ttecile 10

Sept.

'I 926

1930
'l 940

1950

1960

1970

1980

1990

2000

2005

2006

ffumber of Companies

52"

72

78

100

109

865

685

1,814

1,927

1,746

1.744

The fewest number of companies was 49 in March, 1926

Source: Center for Aesearchin Security Prices, University of Chicago

Alternative Methods of Calculating the Size Prefnia

The size premia estimation method presented above makes several assumptions with respect to the

market benchmark and the measurement of beta. The impact of these assumptions can best be examined

by looking at some alternatives. In this section we will examine the fimpact on the size premia of using a

diHerent market benchmark for estimating the equity risk premia and beta. We will also examine the

effect on the size premia study of using sum beta or an annual beta. '

Changing the Market Benchmark

In the original size premia study, the sffzp 5oo is used as the market benchmark in the calculation of the

realized historical equity risk premium and of each size group's beta. The NYSE total value-weighted

index is a common alternative market benchmark used to calculate beta. Table 7-9 uses this market

benchmark in the calculation of beta. In order to isolate the size effect, we require an equity risk

premium based on a large company stock benchmark. The NYSE deciles t-z large company index

offers a mutually exclusive set of portfolios for the analysis of the smaller company groups: mid-cap

deciles 3—5, low-cap deciles 6—8, and micro-cap deciles 9-to. The size premia analyses using these

benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, z9z6-zoo6, the betas obtained using the NYSE total value-

weighted index are higher than those obtained using the sfftp goo. Since smaller companies had

higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as was

illustrated in Chapter 5, the equity risk premium calculated using the NYSE deciles z-z benchmark

results in a value of 6.4t, as opposed to 7.zg when using the sfftp 5oo. The effect of the higher betas

and lower equity risk premium cancel each other out, and the res ulting size premia in Table 7-9 are

slightly higher than those resulting from the original study.

4 Sum beta is the method of beta estimation described in Chapter 6 that was developed to better account for the lagged

reaction of small stocks to market movements. The sum beta methodology was dleveloped for rhe same reason that the

size premia were developed; small company betas were mo smag to account for all of their excess returns.
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Utilities
The utiBUes rating methodology encompasses two basic

components: business risk analysis and flnancial analysis.
Eva)uauon of Industry characteristics, the uUBty's position
within that industry, its regu)aunn, and its management
provides the context for assessing a Arm's finandal condi-
tion.

H)stortca) ana)ysls ls a tool for identifying strengths and
weaknesses, and provides a starting point for evaluating
flnandal condition. Business position assessment ls the
quautauve measure of a uUBty's fundamental creditwor-
thiness. It focuses on the forces that will shape the utlgties'
future.
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Markets and service area econon)p

Assessing service territory begins with the economic and

demographic evaluaUon of the area in which the uUBty has
its Iranchlse. Strength of long-term demand for the product
is examined from a macroeconomlc perspective. This en-

ables Standard & Poor's to evaluate the alfordabgity of
rates and the staying power of demand.

Standard & Poor's tries to discern any secular consump-
Uon trends and. more importandy, the reasons for them.
Specific items examined indude the size and growth rate
of the market, strength of the franchise. hlstodcal and

projected sales growth, Income levels and trends In popu-
lation, employment, and per capita income. A uUBty with
a healthy econnmy and customer base —as IIlustrated by
diverse employment opportun)ues, average or above-av-

erage wealth and income stausdr~ and lnw unemploy-

The credit analysis of ut)Atlas is qu)c)dy evo)ving, as
utiBtles are treated less as regulated monopoBes and more
as entitles faced with a host of chaOengers in a cnmpeutlve
environment. Marketplace dynamics are supplanung the
power of regulation, making it cdtkagy important to re-
duce costs and/or market new servkes in order to thwart
competitors' inroads.

ment —wig have a greater capadty to support its opera-
Uons.

For e)ectric and gas utlBUes, distribution by customer
class Is scrutinized to assess the depth and diversity of the
uUBty's customer mix. For example, heavy industrial con-
centration is viewed cautiously, since a uUBty may have
significant exposure to cycHcal volatiBty. Alternatively, a
large residenUal component yields a stable and more pre-
dictable revenue stream. The largest utility customers are
ident)Bed to determine their hnportance to the bottom Bne
and assess the rtsk of their loss and potenUal adverse effect
on the utQlty's Anandal position. Credit concerns arise
when individual customets represent more than 596 of
revenues. The company or industry may play a significant
role ln the overall ecnnomlc base of the service area. More-
over. large customers may turn to cogeneraUon or alterna-
tive power suppges to meet their energy needs, potentlaBy
leading to reduced cash flow for the utigty (even in cases
where a large customer pays discounted rates and Is not a
proAtable account for the uUBtyj. Customer concentration
ls less significant for water and te)ecommunicauon utlB-
Ues.

Cfyn)petitive position
As competitive pressures have intenslged in the utig ties

industry, Standard & Poor's analysis has deepened to in-
dude a more thorough review of compeutlve position.

Electric utility competition

For electric utiBtles, compeUUve factors examined in-

clude: percentage offirm wholesale revenues that are most
vu)nerab)e to compeUUotr, industdal )nad concentraUon;
exposure of key customers to t)ternauve suppBers; cnm-
merdal concentrauonr, rates for various customer dasses;
rate design and Aex)biBty; production costs, both marglna)
and fixed: the regional caped ty, Ituatlon; and transm)ssion
constraints. A regional focus is ev)dent, but high costs and
rates relative to national averages are also of slgnlQcant
concern because of the potenua) for electddty substitutes
over Ume.

Mounting competluon in the electric utigty industry
derives from excess generaUng capadty, lower barriers to
entering the electric generating business, and marginal
costs that are below embedded costs. Standard & Poor's
has already witnessed decBning prkes ln wholesale mar-
kets, as de facto retag compeuuon is already being seen in
severa) parts of the country. Standard & Poor's beBeves
that over the coming years more and more customers will
want and demand lower pr)ce.c In)de) concerns focus on
the largest industrial loads, but other customer dasses wig
be increasing)y vulnerable. Competluon wIB not necessar-
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ily be dHven by legislation. Other pressures will arise from
global competition and improving technologies, whether
it be the decfining cost of incremental generation or ad-
vances In transmission capacity or substitute energy
sources Hke the fuel ceH. ]t Js impossible to say predsely
when wide-open retaH competition wiH occur; this wlfi be
evolutionary. I-iowever, signlflcandy greater competition
in retaH markets is inevitable.

Gas utility competition
SimHarly, gas utifities are analyzed with regard to their

compeUtlve standing in the three maJor areas of demand:
residential, commerdal. and industrial. Although regu-
lated as holders of monopoly power, natural gas utlHties
have for some time been arHvely competing for energy
market share with fuel oil, electricity. coal, solar, wood. etc.
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In farl, as the electric
utfiity industry restnictures and reduces costs, electric
power will become more cost compeutlve and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the dty gate and are
compeUng for large gas users. Moreover. the recent trend

by state regulators to unbundle utiHty services is creaung
opporhmiOes for outsiders to market niche products. Dis-
tributors sOH have the upper hand, but those who do not
reduce and control costs, and thus rates, , could Hnd com-
peution even more difilcult.

Natural gas pipefines are Judged to carry a somewhat
higher business risk than distribuuon companies because
they face compeudon ln every one of their markets. To the
extent a p Jpefine serves uUHties versus Industrial end users,
its stabiHty is greater. Over the next Hve years, plpefine
competition wifi heat up since many service contracts with
customers are expiring. Most distributor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus. pipeHnes
wiH Hkely find it dlificult to recontract aH capadty in
coming years. Heing the plpefine of choice Is a function of
attractive transportation rates, diversity and quaHty of
services provided. and capadty avafiable in each parucular
market. In aH cases though, peHodic discounting of rates
to retain customers wlH occur and put pressure on profit-
abHJty.

Water utility competition

As the last true utfilty monopoly, water utiHties face very
Httle competition and there is currendy no chafienge to the
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subject to condemnation and munldpafizauon be-
cause of poor service or political motivations. In that re-

gard, Standard & Poor's pays dose attention to costs and
rates in relation to neighboring utfiities and nauonal aver-
ages. Qn contrast, the privatization ofpubfic water fadfities
has begun, albeit at a slower pace than anUcipated. This Js

occurring mostly in the form of operating contracts and
publirJpdvate partnerships, and not in asset transfers.
This trend should continue as cities look for ways to bal-

ance their tight budgets. ) i'dso, water uUHties are not fuHy
immune to the Iorces of compeUOon; Jn a few instances
wholesale customers can access more than one supplier.

Telephone competition
The Telecommunication. Act of 1996accelerates the con-

tinuing challenge to the local exchange compardes' (LECs)
century-old monopoly in the load loop. Compeutive ac-
cess provlders (CAPs), boih fadfities-based and resellers,
are aggressively pursuing customers, generafiy targeting
metropoHtan areas, and pmmlslng lower rates and better
service.

Most long-distance cafis are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCI, Sprint and a host of smaller interexchange
carriers or "ICs ) must pay the local telephone company
a steep "access" fee to compensate the local phone com-
pany for the use of Its local network. EAPs, in contrast.
build or lease farlfitles that directly connect customers to
their long-distance carr Jer, bypassing the Jocal telephone
company and avoiding access fees. and thereby can oifer
lower long-distance rates. But the LECs are not standing
stlH; they are combating the loss of business to CAPs by
lowering access fees, thereby redudng the economic incen-
tive for a high usage long-distance customer to use a CAP.
LEEs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates (or at least not lowering them), since basic service Js
far Jess subiect to compeOUon LECs are improv Jng oper-
ating efilciency and marketing high margin, value-added
new services. Addltlonafiy. Jn the wake of the Telecommu-
nicauons Act. LECs wiH capture at least some of the tnter-
LATA long-distance market. As a result of these Jniuauves,
LECs continue to rebuild themselves —from the traditional
utlfity monopoly to leaner, more markeung oriented or-
ganize duns.

While LECs, and indeed' afi segments of the telecommu-
nications sector, face Jncreaslng compeUOon, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stabifity for most
LECs. Importantly, telecommunications Isa dedinlng-cost
business. With increased deployment of fiber optics, the
cost oftransport has fafien dramaticafiy and digital switch-
ing hardware and soRware have yielded more capable,
trouble-free and cost-effident networks. As a result. the
cost ofnetwork maintenance has dropped sharply, asifius-
trated by the raUo of emplloyees per 10,000 access lines, an
oR dted measurement of effidency. Ratios as low as 25
employeesper 10,000lines are being seen, down from the
typical 40 or more employ ees per 10,000 ratio ofonly a few
years ago.

In addition, networks are far more capable. They are
increasingly dlgltafiy switched and able to accommodate
high-speed communications. The infrastructure needed to
accommodate switched broadband services wfil be bufit
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety ol'high-margin, value-added serv-
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fees. In addition to those current servfces such as cafl

waiting or caller ID, the defivery of hundreds of broadcast
and interactive video channels wHI be possible. While these

services offer the potentfal of' new revenue streams, they

will simultaneously present a formidable chaHenge. LECs
wgl be enterfng the new (to them) arena of multimedia
entertainment and wfll have to develop expertise in mar-

ketfng and entertainment programming acumen: such
skiHs stand In sharp contrast to LE(w' trad IUonal strengths
in engineering and customer service.

Operations
Standard & Poor's focuses on the nature of operauons

from the perspective of cost, reHabflfty, and quality of
service. Here, emphasis fs placed on those areas that re-

quire management attention in terms of time or money and

which, lf unresolved. may lead to pofltlcal. regulatory, or
competitive problems.

Operations of electric utilities

For electric, the status of utflfty plant investment is
reviewed with regard to generaung plant availability and

utlffzatlon, and also for compHance with existing and con-

templated environmental and other regulatory standards.

The record of plant outages, equivalent avaflabfflty, load

factors. heat rates, and capadty factors are examined. Also

important is effldency. as defined by total megawatt hour

per employee and customers per employee. Transmission

interconnections are evaluated in terms of the number of
utfHUes to which the utfHty in question has access, the cost
structures and available generating capadty of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation In decommissioning estimates, slgniflcant
weight is given to the operation of nudear faciUtles. Nu-

clear plants are becoming more vulnerable to high produc-
tfon costs that make their rates uneconomfc. Slgnlflcant

asset concentration may expose the utility to poor perform-

ance, unscheduled outages or premature shutdowns, and

large deferrals or regulatory assets that may need to be

written off for the utfllty to remain competitive. Also,
nudear faclliUes tend to represent slgniflcant portions of
their operators' generating capabiflty and assets. The loss
of a productive nudear unit from both power supply and
rate base can interrupt the revenue stream and create sub-

stan Ual additional costs for repairs and improvements and

replacement power. The aMity to keep these stauons run-

ning smoothly and economically dfrecdy influences the

abiflty to meet electric demand, the stabflity of revenues

and costs, and, by extension, the abflity to malntafn ade-

quate creditworthiness. Thus, economic operation, safe

operation, and long-term operation are examined In depth.
Speciflcafly, emphasis fs placed on operation and mainte-

nance costs, busbar costs, fuel costs. refueflng outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating Hcensts, decommission-

ing esUmates and amounts held in external trusts. spent
fuel storage capacity. and management's nudear experl-

ence. ln essence, favorable nudear operations offer slgnifi-
cant opportunftles but, lf a nudear unit runs poorly or not
at aH, the attendant risks can be great.

Operations of gss utffities

For gas pipeflne and distribution companies. the degree
of plant utfllzauon. the physfrsf condldon of the mains and
Uncs, adequacy ofstorage to meet seasonal needs. "lost and
unaccounted for" gas levels. and per-unff nongas operat-
Ing and construction costs are important factors. Efffdency
statistics such as load factor. operating costs per customer.
and operating income per employee are also evaluated fn
comparison to other utifltles and the Industry as a whole.

Operations of wafer utilities

As a group. water utlfitles are conUnuafly upgrading
their physical plant to sal3sfy regulauons and to develop
additional supply. Over the next decade, water systems
wffi increasingly face the task of maintaining compflance,
as drlnkfng water regulations change and infrastructure
ages. Given that the Safe IDrfnfdng Water Act was author-

ized ln 1974. the flrst generation of treatment plants built

to conform with these rules are almost ZQ years old. Addi-
tlonafly, because the focus during this period was on sat-

isfying environmental standards, deferred mafntenance of
distribution systems has teen common, espedafly fn older
urban areas. The increasing cost ofsupplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor's anticipates capital plans for rebufldfng dfstrlbutlon

ines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For telephone companies, cost-of-service analysis fo-

cuses on plant capabflhy and measures of efficiency and
quafltyofservice. Plant capabllltylsascertalnedbylooking
at such parameters as percentage of digftalfy switched
Uncs; fibe opUc deployment, fn parUcular fn those por-
tions of the plant key to network survival; and the degree
of broadband capadty fiber and coaxial deployment and
broadband swftchlng capacity. Effldency measures in-

clude operaUng margfns, the ratio ofemployees per 10,000
access Uncs, and the extent of network and operations
consolidation. QuaUty of' service encompasses examina-

tion of quanUtative measures, such as trouble reports and

repeat service calls, as well as an assessment of qualitative
factors, that may fndude service quaUty goals mandated

by regulators.

Regulation
Regulatory rate-setung acUons are reviewed on a case-

by-case basis with regard to the potenUal effect on credit-

worthiness. Regulators' authorizing hfgh rates of return ls

ofHtfle value unless the returns are earnable. Furthermore,

aHowing high returns based on noncash ferns does not
beneflt bondholders. Also, to be viewed posltlvely, regula-

tory treatment should allow consistent performance from
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period to period. given the Importance ol'flnandal stabfllty

as a rating conslderauon.
The utility group meets frequently with commission and

staff members, both at Standard & Poor's offlces and at
commission headquarters, demonstrating the Importance
Standard &Poor's places on the regulatory arena for credit
quaHty evaluation. Input from these meetings and from
review of rate orders and their Impact weigh heavfly in
Standard & Poor's analysis.

Standard & Poor's does not "rate" regulatory commis-
sions. State commissions typically regulate a number of
diverse industries, and regulatoty approaches to different

types of companies often differ within a single regulatory
Jurisdiction. This makes tt afl but impossible to develop
inchtsive ratings" for regulators.

Standard & Poor's evaluation of regulation also encom-

passes the adminlstrauve, Judicial, and legislative proc-
esses involved in state and federal regulauon. These can
affect rate-setung activities and other aspects of the busi-

ness. such as competitive entry, environmental and safety
rules, facfllty siting. and securlues sales.

As the utiHty industry faces an increasingly deregulated
environment. alternatives to traditional rate-making are
becoming more critical to the abfllty of' utfliues to effec-

Uvely compete, maintain earnings power, and sustain
creditor protection. Thus, Standard & Poor's focuses on

whether regulators. both state and federal, wIH help or
hinder utilttles as they are exposed to greater competition.
There Is much that regulators can do, from aflocaung costs
to more captive customers to aflowlng pricing flexlbfl-

ity—and sometimes Just stepping out of the way.

Under traditional rate-making. rates and earnings are
tied to the amount of invested capital and the cost of
capital. This can sometimes reward companies more for
Justifying costs than for containing them. Moreover, most
current regulatory pofldes do not permit utflities to be

flexible when responding to compeutive pressures of a

deregulated market. Lack of flexibl tariffs for electric u UH-

ties may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory jurisdiction is viewed favorably

If it permits earning a return based on the ablHty to sustain

rates at competitive levels. In addition to performance-

based rewards or penalties, flexible plans could include

market-based rates, price caps. Index-based prices, and
rates premised on the value ofcustomer service. Such rates
more closely mirror the competitive environment that uUH-

ties are confronting.

Electric industry regulation

The abiflty to enter Into lang-term arrangements at ne-

gouated rates without having to seek regulatory approval
for each contract Is also important In the electric industry.

(Whfle contracting at reduced rates constrains flnancial

performance. It lessens the potenuai adverse impact in the

event of retaH wheeling. Since revenue losses assodated
with this strategy are not Hkely to be recovered from rate-

payers, utiflties must control costs weH enough to remain

compeUtlve If they are to sustain cunent levels of bond-
holder protecuon. )

Natural gas industry regulation

In the gas industry, too, several state commission pofldes
weigh heavfly in the evaluation of regulatory support.
Examples Indude stabflizatlon merhanisms to adjust reve-
nues for changes In weather or the economy, rate and
service unbundflng decisions, revenue and cost aflocauon
between sales and transportauon customers, flexible in-
dustrial rates, and the general supporuveness of construc-
Uon costs and gas purchases.

Water industry regulation

ln aH water utflity acuvIUes, federal and state environ-
mental regulations conunue to play a critical role. The
legislative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive. But
environmental standards-setting has actuaHy slowed over
the past couple ofyears due largely to increasing sentiment
that the stringent, costly standards have not been Justifled
on the basis of public health. A moratorium on the prom-
ulgauon of significant new environmental rules Is antld-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion. analysis of regulation of telephone operators wfll

conunue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-

nism The most important factor is to assess whether the
regulatory framework —no matter which type —provides
suffldent financia Incentive to encourage the rated com-

pany to maintain its quality of service and to upgrade its
plant to accommodate new services whfle fadng increasing
compeUtlon from wireless operators and cable television
companies.

Where regulators do sUH set tariffs based on an author-

ized return, Standard & Poor's stdves to explore with
regulators their view of the rate-of-return components that
can materiafly impact reported versus regulatory earnings.
Spedflcafly these lndude the aHowable base upon which
the authorized return can be earned, aflowable expenses,
and the authorized return. Since regulatory oversight runs

the gamut from strict. adlversarial relationships with the

regulated operating companies to highly supporuve pos-
tures, Standard & Poor's probes beyond the apparent regu-

latory environment to ascertain the actual impact of
regulation on the rated company.

Management
Evaluating the management of a uUHty ls ol' paramount

importance to the anatyucaI process since management's
abifltles and dedsions afl'ect aH areas of a company's op-
erations. Whge regulation, the economy, and other outside
factors can influence results, lt is ultimately the quality of
management that determines the success of a company.
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With emerging compeuuon, utility management wHI be

more dosely scruunized by Standard & Poor's and wfil

become an increasingly crfilcal romponent of the credit
evaluation. Management strategies can be the key deterrnl-

nant in dfiferenuatlng utfiltles and in estabfishing where

companies He on the business position spectrum It Is

imperative that managements be adaptable. aggressive,
and proactive If their uufiues are to be viable in the future;
this is espedafiy Important for utilities that are currently

uncompetitive.
The assessment ofmanagement is accomplished through

meeungs, conversauons, and reviews of company plans. It
is based on such factors as tenure, industry experience,

grasp of indusuy Issues, knowledge ofcustomers and their
needs, knowledge of compeutors. accounting and flnanc-

ing practices. and commitment to credit quality Manage-
ment's ability and wfifingness to develop workable
strategies to address their systerrLs' needs. to deal with the

competitive pressures of free market, to execute reasonable

and effective long-term plans. and to be proacuve In lead-

Ing their utfiities into the future are assessed. Management

quafity is also indicated by thoughtful balandng of pubfic

and private priorities, a record of credibfiity, and effective
communication with the public, regulatory bodies, and the

finandal community. Boards of directors wfil receive ever
more attention with respect to their role In setting appro-

priate management incentives.
With competition the watchword, Standard & Poor's

also focuses on management's efforts to enhance financial

condition. Management ran bolster bondholder protection

by taking any number of discretionary actions, such as

sefiing common equity, lowering the common dividend

payout, and paying down debt. Also important for the

electric industry wifi be creativity in entering into strategic
afiiances and worldng partnerships that improve effi-

ciency, such as central dispatching for a number of uufities

or locking up at-risk customers through long-term con-

tracts or expanded fiexlble pridng agreements. Proactive
management teams will also seek alternatives to tradl-

uonal rate-base, rate-of-return rate-making. move to adopt
higher depredation rates for generating fadfities, segment
customers by individual market preferences. and attempt
to create superior service organizations.

In general, management's abfiity to respond to mounting
competition and changes in the utfilty industry in a swIR

and appropriate manner wifi be necessary to maintain

credit health.

Fuel, power, and water supply
Assessment of present and prospective fuel and power

supply Is critical to every electric utility analysis, while

gauging the long-term natural gas supply position for gas

pipeline and distrlbuuon companies and the water re-

sources of a water uufity Is equaHy important. There is no
simfiar analytical category for telephone utfiiues.

Electric utilities

For electric utfilties emphasis is placed on generating

reserve margins. fuel mix, fuel contract terms, demand-
slde management techniques, and purchased power ar-
rangements. The adequacy of generating margins is
examined natlonaHy, regionally. and for each individual

company. However, the reserve margin picture Is mud-

dled by the impredse nature of peak-) oad growth forecast-

ing, and also supply uncettainty relating to such things as
Canadian capadty avafiabfilty and potential plant shut-
downs due to age, new NRC rules, add rain remedies, fuel

shortages. problems assodated with nontradiuonal tech-

nologies, and so forth. Even apparently ample reserves

may not be what they seem. Moreover, the quality of
capadty is just as important as the size of reserves. Com-
panies' reserve requirements differ, depending upon indi-

vidual operating characteristics.
Fuel diversity provides Ilexibfiity In a changing environ-

ment. Supply disruptions and price idkes can raise rates
and ignite pofiucal and regulatory pressures that ulu-

mately lead to erosion in finandal performance. Thus, the

ablHty to alter generaung sources and take advantage of
lower cost fuels is viewed favorably.

Dependence on any single fuel means exposure to that
fuel's problems: electric utlfities that rely on ofi or gas face
the potential for shortages and rapid price increases; utfii-

ties that own nudear generating facfilties face escalating
costs for decommissioning; and coal-fired capacity entafis
environmental problems stemming from concerns over

acid rain and the "greenhouse effect."

Buying power from neighboring utfiities. quafifying fa-

cility projects, or Independent power producers may be the

best choice for a utifity that faces increasing electridty
demand. There has been a growing reliance on purchased

power arrangements as an alternative to new plant con-

struction. This can be an important advantage, since the

purchasing utfiity avoids potential construction rost over-
runs as well as risking substantial capital. Also, utfifues can
avoid the financial risks typical ofa multiyear construction

program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance

supply flexibility, fuel resource diversity, and maximize

load factors. Utifiues that plan to meet demand projecuons
with a portfolio of supply-side opuons also may be better

able to adapt to future yowth uncertainties. Notwith-

standing the benefits of purchasing, such a strategy has

risks assodated with It. By entering into a firm long-term

purchased power contract that contains a Axed-cost com-

ponent, utfiities can incur substantial market, operating,
regulatory, and Anancial risks. Moreover, regulatory treat-

ment of purchased power removes any upside potential

that might help offset the risks. Utilizes are not compen-
sated through Incentive rate-making; rather, purchased

power is recovered dofiair-for-dofiar as an operating ex-

pense.
To analyze the finandal impact of purchased power,

Standard & Poor's flrst calculates the net present value of
future annual capadty payments (discounted at 10%).This

represents a potential debt equivalent —the off-balance-

sheet obHgation that a utiHty incurs when it enters Into a
long-term purchased power contract. However, Standard
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& Poor's adds to the utIHty's balance sheet only a poruon
of this atnount, recognizing that such a contractual ar-
rangement is not entirely the equivalent of debt. What
percentage is added is a function of Standard & Poor's
quaHtative analysts of the spedfic contract and the extent

to which market, operating, and regulatory risks are borne

by the uuflty (the risk factor). For unconditional, take-or-

pay contracts. the risk factor range is from 4096- 60%, with
the average hovering around 60%. A lower risk factor Is
typically assigned for system purchases from coal-fired
utifltles and a higher risk factor is usuaHy designated for
unit-specifi nuclear purchases. The range for take-and-

pay performance obHgations is between 10%-50%.

Gas utilities

For gas distribution uuHtles, long. term supply adequacy
obviously is critiral, but the supply role has become even

more important in credit analysis since the Federal Energy
Regulatory Commission's Order 636 eflminated the inter-

state pipeline merchant business. This thrust gas supply
responsibiHties squarely on local gas dtstributors. Stand-

ard & Poor's has always believed distributor management

has the expertise and wherewithal to per form the job well.
but the risks are signIAcant since gas costs are such a large

percentage of total utiflty costs. In that regard. It is Impor-

tant for utiflties to get preapprovals ofsupply plans by state

regulators or at least keep the staff and commissioners well

informed. To minimize risks, a well-mn program would

diversify gas sources among different producers or mar-

keters, different gas basins in the U.S. and Canada. and

different pipeline routes. Also, purchase contracts should

be flrm, with minimal take-or-pay provisions, and have

prices tied to an industry index. A modest percentage of
lixed-price gas is not unreasonable. Contracts. whether of
gas purchases or pipeHne capacity, should be intermediate

term. Staggering contract expirations (preferably annu-

ally) provides an opportunity tobe an active market player.
A modest degree of reHance on spot purchases provides
fiexiblflty. as does the use of market-based storage. Gas
storage and on-property gas resources such as HqueAed

natural gas or propane air are effective peak-day and peak-

season supply management tools.
Since plpeHne companies no longer buy and sell natural

gas and are just common carriers, connections with varied
reserve basins and many wells within those basins are of
great Importance. DIversity ofsources helps offset the risks

arising from the natural production decUnes eventually

experienced by aH reserve basins and indivklual wefls.
Moreover, such diversity can enhance a pipeflne's attrac-

uveness as a transporter of natural gas to distributors and

end users seeking to buy the most economical gas available

fortheir needs.

Water utilities

Nearly all water systemsthroughout the U.S.have ample
long-term water suppHes. Yet to gain comfort. Standard &
Poor's assesses the production capablHty of treatment

plants and the abiflty to pump water from underground

aqulfers in relation to the usage demands from consumers.

Having adequate treated water storage facilities has be-
come Important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest Is whether the resources are owned by the utiUty
or purchased from other u tIHIIas or local authorities. Own-

ing properties with water rights provides more supply
security. This is especially so in states H ke Caflfornia where
water aflocations are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies is treat-
ment, lt makes Ht tie difference whether raw water is owned
or bought. In fact, compHance with federal and state water
regulations Is very high, and the overaH cost to deflver
treated water to consumers remains relatively affordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor's follows the

operations of major generating fadUties to assess If they are
well managed or troubled. Significant dependence on one
generating fadflty or a l,arge financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity Is evaluated. Where substan-
tial asset concentration exists, the Ananclal proflle of a
company may experience wide swings depending on the
asset's performance. Heavy asset concentration is most
prevalent among utiflues with costly nudear units.

Earnings protection
In this category, pretax cash Income coverage ofall Inter-

est charges is the primary ratio. For this calculation. aflow-

ance for funds used during construction (AFUDC) is
removed from income and interest expense. AFVDC and
other such noncash items dio not provide any protection for
bond holders. To Identify total Interest expense, the analyst
redassifies certain operating expenses. The interest com-

ponent of various off-balance-sheet obflgations. such as
leases and some purchased-power contracts, Is induded In

interest expense. This pro vides the most direct indication
of a utglty's abiflty to service its debt burden.

Whfle considerable emphasis in assessing credit protec-
tion Is placed on coverage rauos, this measure does not
provide the enth'e earnings protection pirture. Also impor-
tant are a company's earned returns on both equity and

capital. measures that highlight a Arm's earnings perform-

ance. Consideration ls given to the interaction of embed-

ded cosa flnancial leverage. and pretax return on capital.

Capital structure
Analyzing debt leverage goes beyond the balance sheet

and covers quasi-debt items and elements of hidden flnan-

dal leverage. NoncapitaHzed leases (induding sale/lease-

back obflgatlons), debt guarantees, receivables fInancing,
and purchased-power contracts are all considered debt
equivalents and are reflected as debt in calculating capital
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structure ratios. By making debt level adjustments. the

analyst can compare the degree of leverage used by each
utitt ty company.

Furthermore, assets are examined to identify underval-

ued or overvalued items. Assets of questionable value are
discounted to more acctjrately evaluate asset protection.

Some Arms use short-term debt as a permanent piece of
their capital structure. Short-term debt also is considered

part of permanent capital when it is used as a bridge to
permanent flnandng. Seasonal. self-liquidating debt is ex-

cluded from the permanentdebt amount. but thissltuation

is rare —with the exception of certain gas utilities. Given

the long Itfe of almost all utfltty assets, short-term debt may

expose these companies to interest-rate volatility. remar-

ketlng risk. bank line backup risk, and regulatory exposure

that cannot be readfly offseL The lower cost ofshorter-term

obllgatlons (assuming a positively sloped yield curve) is a

positive factor that partially mitigates the risk of interest-

rate variability. As a rule of thumb. a level of short-term

debt that exceeds 1096of total capital is cause for concern.

Simflarly, if floattng-rate debt and preferred stock con-

stitute over one-third of total debt plus pt eferzed stock, this

level is viewed as unusually high and may be cause for
concern. It might also indicate that management is aggres-

sive in its fl nandal policies.
A layer of preferred stock in the capital structure is

usually viewed as equity —since dividends are discretion-

ary and the subordinated claim on assets provides a cush-

ion for providers of debt capital. A preferred component

of up to 10% is typically viewed as a permanent wedge in

the capital structure of utilities. However, as rate-of-return

regulation is phased out, preferred stock may be viewed

by utfllties —as many Industrial firms would —as a tempo-

rary option for companies that are not current taxpayers

that do not beneflt from the tax deducttbflity of interest.

Even now. floatin-rate preferred and money market per-

petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to Induce a company to
take out such preferred stork with debt, Structures that

convey tax deducttbiltty to preferred stock have become

very popular and do generally afford such financings with

equity treatment.

Cash flow adeguacjr
Cash flow adequacy relates to a company's ability to

generate funds internally relative to its needs. It is a basic
component of credit analysis because it takes cash to pay
expenses, fund capital spending, pay dividends, and make

interest and pdndpal payments. Since both common and

preferred dividend payments are important to maintain

capt tal market access. Standard tk Poor's looks at cash flow
measures both before and after dividends are patd.

To determine cash flow adequacy, several quantitative

relationships are examined. Emphasis }s placed on cash

flow relative to debt, debt service requirements, and capital

spending. Cash flow adequacy is evaluated with respect to
a flrm's abfllty to meet all flxed charges, indudlng capacity

payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-

Hgated to pay a minimum capadty charge. The ratio used

is funds from operations plus interest and capacity pay-
ments divided by interest plus capacity payments.

Financial flexibililylcapital attractian
Financing flexlbility incorporates a utility's flnancing

needs, plans, and alternatives, as wel) as its flexibility to
accompBsh tts financing program under stress without

damaging creditworthiness External funding capability

complements internal cash fiow. Espedally since utilities

are so capital intensive, a firm's ability to tap capital mar-

kets on an ongoing basis must be considered. Debt capacity
reflects all the earlier elements: earnings protection. debt
leverage, and r~h flow adlequacy. Market access at r eason-

able rates is restricted if a reasonable capital structure is not

maintained and the company's flnandal prospects dim.

The analyst also reviews indenture restrictions and the

impact of additional debt on covenant tests
Standard tk Poor's assesses a company's capacity and

wllflngness to issue common equity. This is affected by
various factors, including the market-to-book ratio, divi-

dend policy, and any regulatory restrictions regarding the

composition of the capital structure.

35
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lIlee Business Profile Scores Assigned for U.S. Utility and Povver

Goinpanies; Financial Guidelines Revised

S
tandard tfr f'oor's Ratings Services has assigned new

business profile scores to U S utihty and power compa-

nieS tu bene refleCt the relatiVe buSineSSriak anrung rXsm-

panies in the sector Standard ik Poor's atso has revised its

published risk- adjusted financial guidelines The new busi-

ness scores and financial guidelines do not represent a

change to Standard tk Poor's ratings criteria or methodology,

and no ratings changes are anticipated from the new busi-

ness profile scores or revised financiat guidelines

New Business Profile Scores and Revised

Financial Gufdeffrres

Standard fk Poor's has always monitored changes in the

industry and altered its business risk assessments accord-

ingly This is the first time since the 10-point business prn-

file scale for U S investor-owned utilities was implemented

that a comprehensive assessment of the benefits and the

application ot the methodology ives been raade The princi-

pal purpose was to determine it the methodology continues

to provide meaninglul differendation of business risk The

review indicated that while business profile scoring contin-

ues to provide analytical benefits, the complete range ot the

10-point scale was not being utgized to the fullest extent

Standard fk Poor's has also revised the key financial guide.

lines that it uses as an integral par t oi evaluating the credit

quality of U S utility and power companies These guidelines

weve hst updated in June 1999 The financial guideline: for

three principal ratios gunds from operations lFFO) interest cov-

erage, FFO to total debt, and total debt to total capitalj have

been broadened so as to be more flexible Pretax interest cov-

u oi ssnnpanies

16

Cheer

Oistributicn of Business P'refile Scores

17

10

1 7 5 6

raeso Business Psoule Sense

7 6 6 16

6 oi companies

35

Chan 2
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Feature Article

erage as a key credit ratio was eliminated

Finally, Standard & Poor's has segmented the utility and

power inrlustry into si;h-sector. , haserl on the dominant ror-

porate strategy that a company is pursuing Standard &

Poor's has published a new U S utility and power company

ranking list that reflects these suh-sectors

There are numerous benefits to the reassessment Fuller

utilization of the entire 10-point scale provides a superior rela-

tive ranking of qualitative business risk ro. rmrision of the

financial guidehnes supports the goal of not causing rating

changes born the recalibration of the business profiles

Dassification of cnmpanips by sub-sectors will ensure greater

comparability and consistency in ratings. The use of industry

segmentation will also allow more in-depth statistical analysis

of ratings distributions and raung changes

The reassessment does not represent a change to

Standard & Poor's criteria or methodology for determining

ratings for utility and power companies Each business pro-

file score should be considered as the assignment of a new

score, these scores do not represent improvement or deteri-

oration in our assessment of an individual company's busi-

ness risk relative to the previously assigned score The

finanrint guidelines rontinup tn he risk-adjiistPd rbasrd olr

historical utility and industrial medians Segmentation into

indust I sub-sectors does not imply that specific company

characteristics wilt not weioh heavfh into the assignment of

a company's business profile score

Ifesufts

Previously, 83% of U S utility and power business profile

scnres fell between '3' and '6', which clearly does not

reflect the risk differeniialion that exists in thp utility and

power industry today Since the 10-point scale was intro-

duced, the mdustry has transformed into a much less

homoigenous industry, where the divergence of business

risk—particularly regarding management, strategy, and

degree of competitive market exposure —has created a

much wider spectrum of risk profiles Yet over the same

period, business prolile scores actuagy converged more

tightly around 6 median score of vp The new business pro-

ui of companies

15-
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tile scores. as of tune 2, are shown in Chart 'I The overall

median business profile score is now '5'

Table 1 conlains the revised tinancial guidclinr:5 It is

important to emphasize that these metrics ara only guide-

lines associated with expectations for various rating lev-

els Although credit ratio analysis is an important part of

the i Brings piocess, these three Staiistics are by rro rrieans

the only critical financial measures that Standard ffr Poor's

uses in its analytical process We also analyze a wide

array of financial ratios that do not have published guide-

lines for each rating category

Again, ratings analysis is not diiven solely by these

financial ratios„nor has it ever been ln fact, the new finan-

cial guidelines that Standard fir Pom's is incorporating for

the specified rating categories reinforce the analytical

framework whereby other factors can outweigh the achieve-

ment of otherwise acceptable financial ratios These factors

include:

ra Effectwenes s of liability and liquidity management,

m Analysis cl Intel'nal funding sources;

sr ffeturn on invested capital,

44 The execution record of stated business strategies,

8 ACCUliuCy Of Pl'OleeiCil Pirl(mi'naineo VCI SU' aetUal losuftS,

as well as the trend,

xr Assessment of management's financial policies and atti-

tude toward credit, and

10 Corporate governance piactices

Charts 2 through 6 show bueiness profile scores broken

out by industry sub-sector ThE five industry sub-sectors ale

03 Transmission and distribution —Water, gas, and electric,

lu Transmission only —Electric, gas, and other,

Bl Intogiateil eleCbiC, gaS, and Cornbinatiun UtilitirS,

Br Diversified energy and diversified nonenergy, and

ar Energy merchant/power developer/trading and marketing

companies
The average business profile scores for transmission and

distribution companies and tmnsmfssion-only companies are

tourer on the scale than the previous averages, vrrhile the aver-

age business profile scores for integrated uulities, diversified

eneigy. Bnd energy irrcidrarrts and developers ai e higher

IS or coorponies

35-

30-

25-

Churl 5

DiversiTred Energy and Dlversilgied hfon-Energy

15-

10

cs

Cr
I 2 3 4 5 6 7 0 9 'lo

Business Prolile Score

of folrlperues

40

Clnri 6
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7ls
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!Iee pages 16 to 19 lor the company ranking tist of busi-

ness profile scores segmented by industry sub-sector and

ranked in order of crerlit ratinq, outlook, business profile

score, and relative strength

Business Profile Score Methodology

Standard Sr Poor's methodology of determining corporate

utility business risk is anchored rn the assessment of certain

specific characteristics that detine the sector. We assign

business protile scores to each of the rated companies in the

utility and power sector on a 1D-point scale, where "I' repre-

sents the towest risk and '1 ' the highest risk Business pro-

file srxrres are assigned to all rated utility and povver compa-

nies, whether they are holding companies, subsidiaries, or

stand-alone corporations For operatinq subsidiaries and

stand-alone companies, the score is a bottom-up assess-

ment Scores tor families of companies are a composite ot

the operating subsidiaries' scores The actual credit rating of

a company is analyzed, in part, by comparing the business

profile score with the risk-adjusted fmancial guidelines

For most companies, business profile scores are

assessed using tive categories specifically, regulation, mar-

kets, operations, competitiveness, and management The

emphasis placed on each category may be influenced by the

labia I

Revised Financial Guidelines

Funds from operations/interest coverage fx)

Business Prolite AA

I 3 25
2 4 3
3 45 35
4 5 42
5 55 45
6 6 52
7 S 6.5
8 10 75
9
ID

A

25 15
3 2'

35 25
42 3 5

45 38
52 42
65 4'i
75 5!i
10 /

ll 8

15
2

2.5
35
38
42
45
55

7
8

BBB
I

I

15
2.5
28

3
32
3.5

4

1.5
25
28

3
32
35

5

BB

I

15
18

2
2.2
25
2.8

3

Funds from operation/total debt f'h)

Business Profile AA

I &0

2 25

3 30
35

5 40

6 45

7 55

8 70
9
10

15
20
25
28
30
35
45
55

15
20
25
28
30
35
45
55
65
70

A

ID
'I 2

I!i
20
Zu

28
30
40

45
55

10
12

15
20
22
28
30
40
45

BBB
5
8

10
'IZ

15
18
20

25

30
40

10
12
15
18
20
Z5

3D

4D

BB

5
8

10
12

15
15

2D

25

48

45
42
38
35
32
30
25

Total debt/total caprtal ('rb)

Business Profile

I

2

3

5
6
7

8
9
10

55
52
50
45
42
40
38
35

A

55 613

52 58

50 55
45 5Z

42 50
4D 48

38 r15

35 42

32 40
25 35

BBB
SD 7D

58 68

55 65
52 62
50 6D

48 58

45 55
42 52
40 5D

35 48

65
62
60
58
55
52
5D

48
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7D

68
65
62
SD

58
55
52
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dominant strategy of the company or other factors For

example, for a regulated transmissron and distribution com-

pany„regulation may account for 30% to 40% of the busi-

ness profile score because regulation can be the single-

most important credit driver for this type of company

Conversely, competition, which may not exist for a transmis-

sion and distribution company, would provide a much lower

proportion le g, 5% to 15%}of the business profile score

For certain types of companies, such as power genera-

tors, power developers, oil and gas exploration and fxoduc-

tion companies, or nonenergy-related holdings, where these

five components may nol be appropriate, Standard & Poor's

will use other, more appropriate methodologies. Some of

these companies are assigned busmess profile scores that

are useful only for relative ranking purposes.

As noted above, the business profile score for a parent

or holding company is a composite of the business profile

scores of its individual subsidiary companies Again,

Standard & Poor's does not apply rigid guidelines for deler-

reining the proportion or weighting that each subsidiary rep-

resents in the overall business profile score Instead, it is

determined based on a number of factors Standard & Poor's

will analyze each subsidiary's contribution to FFQ, torecast

capital expenditures, liquidity requirements, and other para-

meter.".including the extent to which one subsidiary has

higher growth The weighting is determined rase-by-case. rr

Ronald gff. Barone

New York ll} 212-436-7662

Richard W Cortright, Jr.
New York (1}212-438-7665

Suzanne G. Snrith

New York(1) 2}2-zOB-2'f06
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PR XY R P OF EIGHT AU UTI ITY R PORTS WATER COMPANIES

CAPITALIZATION AND FINANCIAL STATISTICS (1)
2002- 2006 INCLUSIVE

APITALIZATION STATISTI

~00 2005 ~204
(MILLIONS OF DOLLARS)

2003 2~0

AM NT OF CAPI A EMPLOYED
TOTAL PERftfANENT t APITAL

SHORT-TERM DEBT
TOTAL CAPITAL EMPLOYED

$532.756
$/2. 725

$478.132
~$23.0 4

$446.177
~19. 4

$400.276 $348,252

IN ICATED AV RA E APITA C RATE

TOTAL DEBT
PREFERRED STOCK

APITAL TR C RE RATIO

BASED ON TOTAL PERMANENT CAPITAL.
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY

TOTAL

6.32 %
5.12

48.72 %
0.32

50.96
IZILI2I2 a%%d

615 '/

5.05

5093 %
0.36

48.71
tt/

6.18 '/o

4.79

50 26 '/

0.39
4~95

0/

6.30 %
4.11

50 81 o%%d

0.46
4~873

JPgJg

654%
5.52

50.65 %
0.51

~46

112ILBB '%%d

5 YEAR
~AVERAG

5027 %
0.4'I

49.39,

BASED ON TOTAL CAPITAL. '

TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY

TOTAL

50.20 %
0.32

49.48
10fL00 %

52.45 %
0.35

47.20
0/

52 01
0,38

47.61

53.82 %
0.43

4~75

536Z %
0.47

4~51

52.42 o%%d

0.39
47 19

10fL00 %

FINAN IAL ST TISTICS

FINANCIA RATIO - MARKET ABED
EARNINGS / PRICE RATIO
MARKET I AVERAGE BOOK RATIO
DIVIDEND YIELD
DIVIDEND PAYOUT RATIO

RATE OF RET N NAV RAGE BO K OMMO UITY

F ND F M P I N INT T VERAGE

F R P Tl N /T TA EB

T TA TIT TA APIT L

3.85 %
268.90

2.60
71.58

10.13 '/

4.05 X

18.91 '/0

50 20 o%%d

4, 13 %
250,20

2.86
70.53

9.99 %

4.02 X

18.16 '/o

52 45 %

4.57 '%%d

227.38
3.35

70.70

10 13 %

4.22 X

19 60 /0

52.01

434%
227.15

3.28
80.68

9.59 '%%d

3.81 X

16 97 o%%d

53 82 o%%d

493%
220.24

3.53
72.48

10 56 '/

3.61 X

16.43 o%%d

53.62 %

4.36 '%%d

238.77
3.12

73.19

1008 %

3,94 X

18.01 '/a

52.42 '/o

0 0) fTI
0) 07 X

&f3
(0

(07 U

See Page 2 for notes.
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Prox Grou of Ei ht AUS Utili Re orts Water Com anies
Capitalization and Financial Statistics

2002-2006 Inclusive

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results
for each individual company in the group, and are based upon financial statements as originally reported
in each year.

(2) Computed by relating actual total debt interest or preferred slock dividends booked to average of
beginning and ending total debt or preferred stock reported to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies: 1) which are included in the Water Company
Group of AUS Utility Reports (July 2007); 2) which have Value Line (Standard Edition) five-year EPS growth rate
projections or Reuters consensus five-year EPS growth rate projections; and 3) which have more than 70'lo of their

2006 operating revenues derived from water operations.

The following eiqht water companies met the above criteria:

American States Water Co.
Aqua America, lnc.
Artesian Resources, Inc.
California Water Service Group
Connecticut Water Service inc.
Middlesex Water Co.
SJW Corporation
York Water Co.

Source of Information: Standard & Poor's Compustat Services, Inc. , PC Plus / Research
Insight Database

EDGAR Online's I-Metrics Database
Company Annual Forms 10K



Exhibit No
Schedule PMA-3
Page 3 of 3

Utilities Services of South Carolina Inc
Capital Structure Based upon Total Permanent Capital for

ihe Proxy Group of Eight AUS Utitity Reports Water Companies
for the Years 2002 throu h 2006

American States Water Co.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

A~A
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Artesian Resources Cor
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

2006

48 61 '/o

0 00
51.39

100.00 lo

51 56 '/o

009
48.35

100.00 '%%d

59 92 o/o

0 00
40.08

100 00 k

2005

50 46 'Yo

000
49.54

100.00 'Yo

52 61 '/o

009
47.30

100.00 /o

61 58 '/o

0 00
38.42

100.00 /o

2004

4775 %
0 00

52.25
IPD.OO '/o

5272 o%%d

008
47.20

I DO. OO %

60 30 o/o

000
39.70

100 00 '/o

2003

5205 %
0.00

47.95
100.00 /o

52 76 '/o

0 07
47.17

1100.00 '/o

60 47 ok

0 07
39.46

100.00 /o

2002

53 40 o/o

0 00
46.60

100.00 '/o

5558 %
0.06

. 44.36
100 00 o/o

5562 ok

0 17
44.21

too.ao l.

5 YEAR
AVERAGE

50 45 '/o

0 Do

49.55
100.00 %%d

53 05 o/o

0 08
46.ss

100 00 o/o

59.58 '/o

0.05
40.37

100.00 /o

California Water Service Group
Long-Term Debt
Pre(erred Stock
Common Equity

Total Capital

Connecticut Water Service Ir c.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

~la I ~wc
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

~S3W Co
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

York Water Co
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

44 58 '/o

050
!»4.92

100 OD o/

4444 %
044

55.12
100 00 o/

49 98 'lo

I 49
48.53

100.00 '/o

41 83 '%%d

0 01
58.16

100.00 'k

48 S2 ok

000
51.'Is

100.00 'Yo

48 07 lo

061
51.32

100.00 '/o

45 65 o/o

049
53.86

IPP.DO '/o

55 68 '/o

I 70
42.62

IPP.PD 'Yo

42 63 'Yo

0 02
57.35

100.00 %

50 7'I '/o

0.00
49.29

top.ap %

48 66 'Yo

061
50.73

100.00 /o

42 93 o/o

0 54
56.53

100.00 %

53 99 o/o

I 88
44.13

Ipp pp /o

43 77 o/o

oa4
56.19

100.00 'Yo

5194 %
000

48.06
100.00 %

52 41 '/o

0 67
46.92

100 00 /0

43 58 ok

0 57
55.85

100 00 o%%d

54 05 o/o

2.23
43.72

Iao.op %

4564 'k
0 05

54.31
100.00 %

45 53 o/o

0 00
54.47

100.00 %

55 36 o/o

0.77
43.87

100 00 /o

44 57 '/o

O58
54.85

100 00 o/o

52 24 '/o

241
45.35

100.00 '%%d

41 72 'lo

0 07
58.21

100.00 '/o

46.76 9o
0.00

53.24
100.00 %

49 82 o/o

063
49.55

100 00 '/o

44 23 o/o

0 52
55.24

100.00 '/o

53 19 %
I 94

44.87
100.0P ok

43 12 o/o

0 04
56.84

100.00 %

48.75 o/o

0.00
51.25

10D.DO %

Proxy Group of Eight AUS
Utilit Re orts Water Com anies
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

4872 ok

032
50.96

100 00 o%%d

50 93 o/o

0 36
48.71

100.00 '/o

5026 %
0 39

49.35
100.00 %

5081 'k
046

48.73
100.00 '%%d

50.65 %
0,51

48.84
100.00 %o

50 27 '/o

D41
49.32

100.00 %%d

Source of Information: Standard & PooYs Compustat Services, Inc, PC Plus / Research Insight Data Base
Company Annual Forms 10-K



PROXY OUP Q F R VA TANDAR EDITI N I AT M Ni

CAPITALIZATION AND FINANCIAI STATISTICS I" )

2002- 2006 IN LU IVE

CAPITALI TI N STATI TICS

2006 2005 2004 2003
IMILLIQNS OF DOLLARS)

2~02

AMO NT F APITA MPL YED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

I A A PT TRAT )
TOTAL DEBT
PREFERRED STOCK

CAPITA TR T RA S
BASED ON TOTAL PERMANENT CAPITAL

LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY

TOTAL

5860 957
$37 788~5

665%
4.91

47, 15 %
0,19

5773 683
$41 376

6.39 %
4,27

49.45 %
0.22

~53

5719.252
~3529

6,28 %
3.38

4S.42 %
0.24

~50.~ ek

3628,903
539.728
~8

6.36 %
2.63

51.43 %
Q.40

58 17~ ok

3541 882
~466 3

6.39 %
3.73

55,35 %
0.39

~44. 6

5 YEAR
~AA

50.56 %
0.29

BASED ON TQTAI, CAPITAL
TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY

TOTAL

48,56 %
0.19

k115~ ek

50.93 %
0,22

~48 85
~1

51,13 %
0.25

4522

53.69 %
0,39

58.05 %
0.38

~41. 7~ 'k

52.47 %
0.29

4~74
Z)tL)E) 'k

F~IN ~I~T~ATI I S

Fl AN IA RATI - ARK T A

EARNINGS 7 PRICE RATIO
MaRKET r avERAGE BQQK RATIO

DIVIDEND YIELD
DIVIDEND PAYOUT RATIO

3, 15 %

262.50
2.15

87.47

3.88 %
248. 19

2,42
61.18

388 ek

222.69
4.79

71.81

412 %
220,48

2.91
74.09

4, 96 %
223.08

61.40

4 QQ %
235.39

o so
67,19

FFMP7 /IT

FNDFPTT T 4)

RA 3)

RTFR 1NAVRQCMO ITY 8, 15 %

3.94 X

1905 %

4956 %

9.19 %

4. 16 X

19.61 %

50.93 %

8.36 %

4.40 X

2038 %

51.13 to

9,19 No

3.81 X

17.79 %

53.69 No

10,91 'ro

3.67 X

15.81 %o

58.05 %

9.16 eo

4.00 X

18.53 %

52M7 9

Sse Psgs 2 for notes.

Z) I )T)
D) O X

LC2
fD fD g-'

0 '



Exhibit No.
Schedule PMA-4

Page 2 of 3

Notes:

Capitalization and Financial Statistics
2002-2006 Inclusive

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved
results for each individual company in the group, and are based upon financial statements as
originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of
beginning and ending total debt or preferred stock reported to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and

investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies' 1) which are included in the Value Line

Investment Survey (Standard Edition).

The foilowing four water companies met the above criteria:

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Company

Source of Information: Standard 8 Poor's Compustat Services, Inc. , PC Plus / Research
Insight Database

EDGAR Online's I-IVletrics Database
Company Annual Forms 10K



Exhibit No
Schedule PMA-4

Page 3 of 3

Utilities Services of South Carolina lnc
Capital Structure Based upon Permanent Total Capital for

the Proxy Group of Four Value Line (Standard Edition) Water Companies
tor the Years 2002 throu h 2006

2D06 2005 2004 2003 2002
5 YEAR

AVERAGE

American States Water Co.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

48 61 '/o

0 00
51.39

IDQ. DO %%d

50 46 '/o

0 00
49.54

100.00 0/0

47 75 '/o

000
52.25

100.00 '/o

5205 ok

000
47.95

100 DO /0

53 40 Vo

000
46.60

1QO. DD '/o

5045 '/o

0 00
49.55

100.00 '/o

A~A
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

51 56 %
0 09

48.35
10Q.OO %%d

52 61 o/o

0.09
47.30

100.00 '/o

52 72 'Yo

0 08
47.20

100.00 /.

52.76 '/o

O.D7

47.17
100.DO %

555& '/o

0 06
44.36

100 00 '/o

53 05 '/o

D 08
46.88

100.00 '%%d

California Water Service Grou
Long-Term Debt
Preferred Stock
Common Equity

Toial Capital

44.58 'k
0 50

54.92
100.00

48 07 /o

061
51.32

100.00 /0

48 66 '/o

0 6'I

50.73
100 00 o/0

5241 o%%d

0.67
46.92

100.00 'k

5536 o%%d

077
43.87

100.00 'Yo

49 82 o%%d

0 63
49,55

100.00 /o

Southwest Water Com an
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

43 85 o/o

l3 15
56.00

100 00 '/0

46 67 /o

0 17
53.16

100 00 '/

46 53 o/0

0 28
5 1.19

100.00 Vo

48 50 '/o

0.85
50.65

100.DQ 0/o

57 07 '/o

0 74
42. 19

100.00 Vo

48 92 '/o

044
50.64

10Q.DD 0/o

Proxy Group of Four Value Line

Std. Ed, Water Com anies
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

47 15 o%%d

0 19
52.66

100.00 '/0

49.45 '/o

0.22
50.33

100.00 '/0

49 42 '/o

0 24
50.34

100.00 /0

51 43 ok

D40
48.17

'IOQ QQ '/

55.35 'Yo

0 39
44.26

100 00 /o

50 56 '/o

0 29
49.15

100 00 0/o

Source of trrformation: Standard 8, Poor's Compustat Services, Inc, PC Plus / Research Insight Data Base



Exhibit No.
Schedule PIUIA-5

Utilities Services of South Carolina Inc.
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Vaiue

When Market Value is Greater / Less than Book Value

Line No. Market Value

Book Value with

Market to Book
Ratio of 180%

Book Value with

Market to Book
Ratio of 80%

Per Share

DCF Cost Rate (1)

Return in Dollars

4 Dividends (2)

Growth in Dollars

Return on Market Value

Rate of Growth on Market Value

$24.00

10.00%

$2 400

$0.840

$1.560

10.00%

6 5Q% (5)

$ 13 33

10 00%

$1333

$0 840

$0 493

5 55% (3)

2 05% (6)

$30.00

10 00%

$3000

$0.840

$2.160

12 50% (4)

9 Q0% (7)

Notes: ( I) Comprised of 3.5% dividend yield and 6.5% growth.

(2) $24.00' 3.5% yield =.- $0.840.

(3) $1 333 / $24.00 market value = 5.55%.

(4) $3 OQO / $24.00 market value = 12.50%.

(5) Expected rate of growth per market based DCF model.

(6) Actual rate of growth when DCF cost rate is applied to book value ($1.333 possible earnings —$0 840
dividends = $0493 for growth/ $24.00 market value = 2.05%),

(7) Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible earnings —$0.840
dividends = $2 160 for growth / $24.00 market value = 9.00%).



Udlilies Sen/ices of South Carolina Inc.
indicated Common Equity Cost Rale Through Use ot Ihe

S'mgle Stage Discounted Cash Flow Model for
the Proxy Group oi Eight AUS Udlity Reporis Water Companies and Ihe

Pro Grou ofFourValuekme SlanderdEdklion Water Cpm antes

Exhibit No
Schertule PMAB

Basedu an isloricaiandProecledGrowlhinDPS EPS and BR+SV

Proxy Group of Eight AUS Uiihly

Average
Dividend

Dividend

Growth
Component~2

Adjusted
Diwdend

~Yield 3
Growth

E~tate 4

Indicated
Common

Equity Cost

American Staies Water Co
Aqua America, tnc
Artesian Resow ces Corp
California Water Service Group
Connedicut Water Service Inc
Middlesex Water Company
SJW Corp
York Water Co

2 T

21
29
32
36
37
19
2.7

29 '4

01 %
Ql
01
01
01
01
01
0.1

O. l %

28
22
30
33
37
38
20
2.8

3.D

50 'y

77
60
46
52
38
77
6.0

5.8 %%uv

78
99
90
19
89
16
97
8.8

9.3 % (6)

Proxy Group ot Four Value Line

(Standard EdiQon) Water

American States Water Co
Aqua America, Inc
California Water Service Group
Southwest Water Company

Average

27
2I
32
1.8

2.5

01 %
01
01
0.1

28
22
33
1.9

0.1 % 2.6

50
77
46
7.6

6.2

18
99
19
95
97 % (6)

Based u on Pro'ected Growth in EPS

Average
Dividend

Yie~ld I

Dividend
Growth

Coiiipoiierit~2
Adjusted
Dividend

~yield 3
Growth

~Rale 4

Indicated
Common

Equity Coal

Pi oxy Group of Eight AUS iUlilily

America States Water Co
Aqua America, Inc
Arleriian Resources Corp
California Water San/ice Group
Connecticut Water Service tnc
Middlesex Water Company
SJWCorp
York Water Co

Average

27
21
29
32
36
37
19
2.7

2.9

Q 1 %
01
01
Ql
02
Qt
Dt
01

28
22
30
33
38
38
20
2.8

0.1 % 3.0

70
89
80
74

100
55

'IO 0
70
80

98 '/v

I'I I
110
IDT
138
9 3

12 0
9.8

IQ 3 % (6)

Proxy Group of Four Value Line
(Standard ErkQon) Water

American Slates Water Co
Aqua America. Inc
California Water Service Group
Southwest Water Company

Average

21
21
32
t.8
2.5

01 '/

01
Dt
0.1

0,1 v/v

28
22
33
1.9

2.6

70 %%u

89
74

f05
8.5

98
11 I
ID 1
12M

10.5 %%u (6)(7)

Condusion

Prexy Group ot Eight AUS Uklity

~Re Wale/CoCnies 9.8

Proxy Group of Four Value Line

(Standard Edilton) Water
ComOanies 10.1 '/

Notes:
(I) From Schedule PMA-7 of Ibis Exhibit

(2) This reOecls a growth rale component equal lo one-hall Iha condusion of growth rate
(from page I ol Schedule PMA-9 of this Exhibk) x Column I to rellect the periodic

psymenl of dividends (Gordon Model) as opposed lo the r untinuous payment Thus,

fw American Slates Water Co, 2 7% x ( 112 x 5 0% ) = 0 1%

(3) Column I + Cotumn 2

(4) From page I Schedule PMA-9 of this Exhibit

(5) Column 3+ Column 4

(6) Includes only Ihose indicated common equity cost rates vriiich are greater than 8 6%,
i e . 200 basis paints above Ihe pmspeclive yiekt on A rated Moody's public utilgy

bonds ol 6 6% (from page I of Schedule PMA. ID ot Itris Exhibit)

(7) Exdudes Connedicul Wales Senrice Inc's resug of 13 8% snd Southwest Water
Company's result ot t2 4%, because in Iqs Ahem's opinirrn it is unlikely Ihat a water

company would be authorize a return rale on common equity of 12 0% or greater
based upon the DCF model in the immediate future



Exhibit No.
Schedule PMA-7

Utilities Services of South Carolina inc.
Derivation of Dividend Yield for Use in the

Discounted Cash Flow Model

Spot
/~7/10/2007 1

Dividend Yield
Average

of
Last 3

Months ~2

Average
Dividend

~ele/d 3

Proxy Group of Eight AUS Utility

Re orts Water Com anies

American States Water Co.
Aqua America, Inc
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc
Middlesex Water Company
SJW Corp
York Water Co.

Average

27%
21
3.5
3.2
35
3.7
1.9
2.7

2.9 %

26%
20
2.2
3.1
3.6
3.6
'l.8
2.6

2.7 0/0

2.T %
2. 1

2.9
3.2
3.6
3.7
1.9
2.7

2.9 %

Proxy Group of Four Value Line

American States Water Co.
Aqua America, Inc
California Water Service Group
Southwest Water Company

Average

2.7 0/0

2. 1

3.2
1.8

2.5 %

26%
2.0
3.1
1.8

2.4 %

27%
21
32
1.8

2.5 %

Notes: (1) The spot dividend yield is the current annualized dividend per
share divided by the spot market price on TIIOIOT.

(2) The average 3-month dividend yield was computed by relating
the indicated annualized dividend rate and market price on the
last trading day of each of the three months ended June 30,
2007.

(3) Equal weight has been given to the 3-month average and spot
dividend yield. This provides recognition of current conditions,
but does not place undue emphasis thereon.

Source of information: Standard & Poor's Compustat Services, Inc. , PC Plus
Research Insight Database
EDGAR Online's I-Metrics Database
finance. yahoo. corn



Exhibit No.
Schedule PMA-8

Utilities Services of South Carolina Inc.
Current Institutional Holdings (1) and Individual I-loldings (2) for
the Proxy Group of Eight AUS Utility Reports Water Companies,

July 2007
Percentage of

Institutional

~Holdin s

July 2007
Percentage of

Individual

Holdin s 1

Proxy Group of Eight

American States Water Co.
Aqua America
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc.
Middlesex Water Co.
SJW Corp
York Water Co.

Average

548 oi

43.5
16. 'I

43.0
18.5
24.4
42.6
'l0.9

31.7 %

45.2 %
56.5
83.9
57.0
81.5
75.6
574
89.1

683 %

Proxy Group of Four Value Line
~INater Com anies

American States Water Co.
Aqua America
California Water Service Group
Southwest Water Com pany

Average

54.8 %
43.5
43.0
50.1

47.9 %

452 %
56.5
570
499

521%

Notes (1) (1 - column 1).

Source of!nformation' today. reuters. corn, updated July 11, 2007



Ul I t es Serwces
Histcncsl and r e ed Growl

Value Lme I-n loncal Five

Five Year
Histoncsl BR
~SV 2

Value Line Proleded 2003.
05!c2009. 'li Growtn—ut

Reuters Mean Censer sue

Proieded Five Year
Growl ~ Role

Average
Protected Flvo
Year Growth

Protected Five

Year BR+ SV
Lc

10

Ran e of Growth Rates

L2

Average of au

Grcwti Rale

13
Average ol

Midpoint and

Average at ail

Growth Rates
lu

Proxy Group of Eight AUS Utility

Re rls Water Com anise

American States Water Cc.
Aqua Amenca, Inc.

Artesian Resources Corp.
t'alifcmis Water Service Group

Connatsicut Water Service Inc.

Middlesex Water Company

SJWCarp.
York Water Cc

Average

CPS

1.0
6.5
3.8 (5)
1.0
1.0
2.0
5,5
5 2 (51

~33 %

EP6

(2.5) %
8.5
6.3 (5)

&0.5)
(0.31

3.$
75
6.9 &5)

5$ w IAI

44
7.9
5.7
49
E4
4,2
7,1

4.7

5.3

CPS

30 'k

9,5
NA

1,0

NA

NA

NA

45 'k

EP5

90 'k

7.5
NA

6.5

NA

NA

NA

7,7 '/

EPS

50
10.3

8.0
8,2

inn
5.5

'to.0
70

50 v

No. ol
Esl.

('I
I8)

l2)

&5)

ill

&2)

Ill
l2)

70 '%%d

89
8.0
7.4

lb.0
5.5

10.0
70
8.0

7, 1 '%%d

48
NA

5.6
NA

NA

NA

NA

5,8 %%u

1 0 % (8)
46
3.8
1.0 (8)
I 0 (8)
2.0
55
4.7

3.0

9.0 'k (81
103

6,0
8.2

10,0
5,5

10.0
7.0

8,5 'y

5.0 'k

75
5.9
4.6
5.5
3.0
7.8
5.9

5.8 'k

% (8)4.9
76
6.0
4.6
48
"8
75
6,0

5.0
7 7

6.0
4.6
52
'r rl

7.7
60

&8)

(8)

57 % 58 '/

Proxy Group of Four Value Line

Stendmd Edition Water Com snies

American Slates Water Cc

Aqua America, Inc,

Casfomia Walor Service Group

Southwest Water Company

Average

10 'k

6,5
1.0

100

4,6 %

(2.5) %
8,5

(0,51

1.5

5.0 '4 (8)

44
7.9
4.9

11,9

7.3 'k

3.0 '/

9.5
1,0

~95
58 'k

9.0 'k
7,5

6.5
11.0

8.$

5.0
10.3
8.2

100

8.4

('I
lsl

I5)
r3)

7.0 'k

8.9
7,4

I O.5

8.5 'k

71 'k
4,6
5.8
5.2

5.7

10 'k(81
48
1,0 (81
1,5

2.0 'k

9.0 % (6)
10.3
8.2 (6)

11.9

9.9

50 'k

7.5
4,6
6.7

6.0

4,9
7.8
4, 6
84

'k (8)

(8)

50
7,7
4.6
76

5 4 'k 6 2 'k

Notes: (1) As shown on pages 8 through 15 of Ihis Schedule. Holoncat growth rates sre 4ve-year compound growth rates.

(2) From page 2 oflhu Schedule.

(31 Average of Columns 5 snd 8.
(41 From page 6 of this schedule.

(5) Calculated usmg the Same methodology as Value Unc investment Survey, i e.. three year base periods ending 2005.

(6) Average ofColumna 1, 2, 3, 4, $, 6, and 8.
(7) Frmn Column 7

(8) Fxcludss negatives.

(9) Average of Cotunln 1\ snd Column 12.

source of Inlormeuon: value Line Investment survey, Aprs 27, 2007

slocsmus. reuters, corn. July 11, 2007
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Exhihit No
Schedule PMA-9

Page 2 of 15

Utilities Services of South Carolina inc
Calculation of Historical BR + SV

S V BR+
~SR t ~Factor 2 Facto~r3 ~SV 5 ~SV 5

Proxy Group of Eight AUS Utility

Re orts Water Com anies

American States Water Co
Aqua America, Inc
Artesian Resources Corp
California Water Service Group
Connecticut Water Service Inc
Middlesex Water Company
SJW Corp
York Water Co

Average

32%
5.'l

27
1.5
25
1.1
71
2.4

3.2 %

25%
4Q
6.2
65
1.6
5.4
00
3.5
3.7 %

47.1
69.5
476
52.6
58.8
57.0
50.0
66.8
56.2

1.2 %
2.8
3.0
3.4
Q.9
3.1
00
2.3
2.1 %

4.4 %
7.9
5.7
4.9
3.4
4.2
7.1
4,7

5.3 %

Proxy Group of Four Value Line

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Company

Average

3.2 %
51
1.5
3.8
34%

25%
40
65

15.2

7.1 %

47 1I

695
52 fl

53.3
55.6

1.2 %
2.8
3.4
8.1

3.9 %

44%
7.9
49

11.9
7.3 %

Notes: (1) From column 6, page 3 of this Schedule.
(2) From column 12, page 4 of this Schedule.
(3) From column 7, page 5 of this Schedule.
(4) Column 2 * column 3.
(5) Column 1 + column 4



Utilities Services of South Carolina Inc
Histoncat Internal Growth Rate (1), i e, BR. for

Ihe Proxy Group of Eight AUS Ubgy Reports Water Companies, the
Proxy Group of Four Value Line (Standard Edition) Water Companms

for the Years 2002-2006

Exhibit No
Schedute PtdA-9
Page 3 of 15

2006 20D5 2D04 2003 2002

Fwe-Year
Average

2000-2006
Internal Growth
Rate i e BR

Proxy Group of Eight AUS Uhlity

American Slates Waler Co.
Common Equity Return Rale
Retention Ratio
Internet Growth Rate (I)

843
32 40

2 73

10 38
43 59

4 52

7 99
25 17

2 01

5 59
(12 98)
(0 73)

983 '4

35 D4

3 44 3 2 % (2)

Common Equity Return Rate
Retenlion Ratio
Internal Growth Raie (I)

10 61 '/

36 93
3 92

11 69
43 90

5 t3

11 39
42 75
487

12 30
43 61

5 36

1392 '/

45 22
6 29 5 'I

Common Equity Return Rate
Retenlion Ratio
Internal Growth Rate (1)

Cabfomia Water Service Gr~ou

Common Equity Return Rale
Retention Ratio
Internal Growth Rate (I)

1015 '/

38 62
3 94

7 56
14 21

I 07

8 93
31 08

2 78

931
25 81

24D

8 18 'yr

25 80
2 11

972
22 97

2 23

7 41
19 24
I 43

8 68
8 79
076

967 '/

34 96
338 27

9 56
1D 13
0 97 15

Connecticut Water Service Inc

Common Equity Return Raie
Retention Ralni

Internal Growth Rale (I)

7 02 '/.

(5 16)
(0 36)

7 84
4 98
0 39

1093 '/

29 02
317

11 23
28 82

3 24

11 60
26 20

3 27 2 5 (7)

Common Equity Return Rale
Retention Ratio
Internal Grmvlh Rate (I)

855 '/
16 35

I 40

845
649
0 55

9 37
9 95
0 93

8 17
(6 51)
(0 53)

10 10
13 33

I 35 11 12)

Common Equity Return Rate
Relenbon Ratio
Internal Growth Rate (I)

18 19
72 66
13 22

11 48
55 23

6 34

11 27
52 90

5 96

11 68
52 56
6 is

940 '/

40 94
3 85 71

York Water Co
Common Equity Return Rale
Retenben Ratio
Internal Growth Rate (I)

10 52
20 87

2 20

1185 '/
24')0

2 93

12 17 '/

25 86
315

'l l 66 '/
2'I Di

2 45

10 37
12 32
I 28 2.4

Average 3.2 /

Proxy Group of Feur Value Line

American Slales Water Co.
Common Equity Return Rais
Retention Rabo
internal Growth Rale (1)

8 43
32 40

2 73

103$ '/

43 59
4 52

7 99
25 17
2DI

5 59
(12 9!I)
(0 7:I)

9 83
35 Q4

3 44 3 2 % (2)

Common Equity Return Rate
Retenbon Rabo
Internal Growth Rate (I)

10 61
36 93

3 92

11 69
43 90

5 i3

11 39
42 75

4 87

'l2 30
43 6'I

5 36

1392 '%

45 22
6 29 51

California Water Service Garou

Common Equity Reiurn Rale
Retenbon Ratio
Internal Growth Rale (I)

7 56
14 21

I 07

931 '/

25 81
240

972 '/

22 97
2 23

8 68
879
Q 76

9 56
10 13
0 97

Southwest Water Co an
Common Equity Return Rate
Retention Rabo
Internal Growth Rale (1)

5 99
46 26

2 77

5 38
42 DD

2 26

440 '/

21 8$
0 96

1020 '4

64 23
6 55

1032 /
64 02
661 3.8

Average 3.4 %

Notes: (I) The internal growth rale is calculated by multiplying Ihe common equity return rale by Ihe

retention ratio (t00% minus the dividend payout ra8o) All data are an a consolidated

basis

(2) Excludes negabves

Source of Information: filandard & Poor's Compuslal Services, Inc, PC Pius I Research Insighl Database



Utihti

Cl Iti I w Ysr vra
srvlcss or South arolina Inc
i' wh o h i'e Utel di

Proxy Group of Eight AUS Uulity

Re orts Water Cpm anise

2001
Common
Shares

~G

2002
Commo

01-02 Shares
G ~G

20D3
Common

02-03 Shares
G ~G

03-04
Grower

2004
Common
Shares 04-05

Growth

2005
Common
Shares

~G

10

05-i'6
Growth

2006
Common
Shares

~O

QI

Five Year
Average
Common

Sharc
Growth

Amsncan States Water Co
Aqua Amenca, Inc.
Artesian Resowcss Corp,

California Water Service Group

Connecticut Water Service Inc.

Middlesex Water Company
SJW Corp,
Yore Water Co,

Average

15.120
113.977

4,590
15.182
7.649

10.168
18.270

9,462

0.4 'YG

(0.7)
26.2

0.0
3.8
1,8
0,0
wD

15.181
113.195

5.794
15.182
7.940

10.356
18.270
9 547

0.2
9.1
1.0

0.3
2.0
00
Q 9

15 212
123.452

5.852
lr 93o
7.967

10.567
18,270
9.629

10 1

3,0
1.4
85
09
75
00
7,3

16.752
127.180

5 934
18.367
8.035

11.359
18.270
10.331

0.3 16.798
1.4 128.969
1.5 6.021
0.1 18,390
1.7 8 170
2.0 11.584
0.0 18.270
0.7 10.400

15
2.6
1 1

12.3
1.2

13.7
0.1

7.7

17 049
132.325

6 086
20.657

8.270
13 168
18,282
11.201

2.5 %
4.0 (2)
62
65
1.6
5,4

0.0
3.5
37 "/a

Proxy Group of Four Value Line

tsndard Edi on Water Com anise

Amencsn States Water Co.
Aqua Amenca, Inc.

California Water Service Group
Southwest Water Company

Average

15.120
113.977
15.182
14.174

0.4 %G

(0.7)
0.0

(3.6)

15.181
113.195

15.182
13.662

0.2
9.1

11,5
184

15 212
123.452

16.932
16.173

10 1

3.0
8.5

25.9

16.752
127.180

18,367
20.365

0.3
1.4
DI
38

16 798
128.969

18.390
21.129

15
2.6

12.3
12.7

17.049
132.325
20.857
23.802

25 %
4.0 (2)
6,5

15.2 i2)

7. 1

Notes; (1) Yesrwnd shan!a outstanding.

(2) Exdudes negatives.

Source of Information: standard 8 pours CompuststServices, inc. , Pc plus/Research insight Dalaoase

G



Utilities Serwces of South Car ling Inc.

Calcuiation of'the Premium/Discount of a

C m an 's Stock Price Relative to its Book Value i e, V Factor

2002
Market
to Book
Ratio (1)

2003
Market
to Book
Ratio (1)

2004
Market

to Book
Ratio (1)

2005
Market
to Book
Ratio (1)

2006
Market
to Book
Ratio (1)

Five Year
Average

Market to
Book Ratio

V

Factor (2)

Proxy Group of Eight AUS Utility

Re orts Water Com anies

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp,
California Water Service Group

Connecticut Water Service Inc.
Middlesex Water Company
SJW Corp.
York Water Co.

Average

180,6 %
289,8
162.0
181.6
266.2
232.9
167.3
281,5

180,3 %
295.6
184.5
199.8
265.0
247.9
157.2
286.9

164,3 %
291.4
192,8
212.6
250.5
241.7
178,2
287.5

191.5 %
383.8
211.1
231.6
223.1

238.9
210.6
311.0

228.9 %
376,5
203.6
229.0
207,7
200.9
286.5
340.0

189.1 676

327.4
190,8
210,9
242.5
232,5
200.0
301.4
236, 6 '/

/4 /4/ 1 /6

69.5
47.6
52,6
58.8
57.0
50.0
66.8
56.2

Proxy Group of Four Value Line

Standard Edition Water Com anies

American States Water Co.
Aqua America, Inc,
California Water Service Group

Southwest Water Company

Average

180.6 %
289,8
181.6
24u. 3

180,3 %
295.6
199,8

164 3 %
291.4
212.6
'32'3 5

191.5 %
383.8
231.6
185 8

228.9 %
376.5
229.0
215.6

189.1
327,4
210.9
214, 1

2354 %

47. 1

69,5
52.6
53.3
55.6 '/

Notes: (1) Market to Book Ratio = average of yearly high-low market price divided by the average of beginning and

ending year's balance of book common equity per share.

(2) (1 - (100 I column 6)).

uwm
{D O X

(ct
(o (o

C

Source of Information: Standard 8 Poor's Compustat Services, Inc. , PC Plus ( Research Insight Database

EDGAR Online's I-Metrics Database

Company Annual Forms 10-K

46



L'Iilities Servi e cf oulh arolina Inc

Calculation of Pro ected BR + V

Common Shares
Outstanding (1 )

000,000 Pro ecled 2010- 2012 1

Bn

Proxy Group of Eight AUS Utility

Re orts Water Com anies

Actual
2006

Prolected
2010-2012

Migh Low Average

S Stock Stock Book Stock V

~FI 2 P Pl Vl ~P3 ~Ft 4 ~SVS ~BRB ~BR SVI

Amencan States Water Co.
Aqua Amenca, Inc.
Artesian Resources Corp,

California Water SeNice Group

Connecticut Water Service Inc.
Middlesex Water Company

SJW Corp.
York Water Co,

Average

1 7.05
132,33

NA

20.66
8.27

13.17
18,28
11.20

22.00
140.00

NA

23,00
NA

NA

NA

NA

5,2 %

NA

2.2
NA

NA

NA

NA

28 %

50.00
30 00

NA

50.00
NA

NA

NA

NA

35.00
19.00

NA

40.00
NA

NA

NA

NA

22.25
9.30

NA

21.30
NA

NA

NA

NA

$42.50
24.50

NA

45.00
NA

NA

NA

NA

47.6 %
62.0

NA

52.7
NA

NA

NA

NA

54.1 %

2.5 %
0,7
NA

1,2
NA

NA

NA

NA

15o/

3.9
NA

4.6
NA

NA

NA

NA

7. 1

4.6
I'4 A

5.8
NA

NA

NA

NA

58 %

Proxy Group of Four Value Line

Standard Edition Water

American States Water Co.
Aqua Amenca, inc.
California Water Service Group
Southwest Water Company

Average

17.05
132,33
20.66
23.80

22.00
140.00
23.00
30.00

52 o/o

1,1

2.2
4.7
3.3 %

$50 00 $35 00
30,00 19,00
50.00 40.00
18.00 12,00

$22.25
9.30

21.30
10.50

$42.50
24,50
45.00
15.00

476 %
62.0
52.7
30.0
48.1 %

25%
0,7
1.2
1.4
1.5 '/o

4,6 %
3.9
4.6
3.8
42 %

71 %
4.6
5.8
5.2
S7%

NA = Not Available

Notes. (1)
(2)

(3)
(4)
(S)
(6)
(7)

From pages 8 through 15 of this Schedule.

The 6 Factor is the six or five year compound growth rate between the 2006 snd 2011 (mid-point of 2010-

2012 prelection) common shares outstanding.

The Average Stock Pnce is the average of column 4 and column 5.

(1 - (column 6 I column 7))
Column 3 ' column 8,
From page 7, column 14 of this Schedule,

Column 9 + column 10.

Source of Information: Value Line Investment Survey, April 27, 2007



U fr ivc f h rii n

QI$LS)L()/69

008 01 -201

10 +I

010-2012

13 14

Common Tclai Common

Equny 0ophaf Equhy

"om .n

Equrlv
I

T cia

Capxai
~$m/I I

ommo

Equnv

~$m If 3

Ail rill sf

Co mnmn
Equllv
Growl/

~nels 4

ROE
AdlustlT eni

~Factor 5

Relum on

C ammo~EI
Return on

Average
Cornmo

~guq 6

r rolectec
Reie Ic le'

~EPS I ~DPS I ~Ralro 7 ~Gowlh 8

Proxy Group OI Eight AUS Util ty

Re orle Waisr Com ames

Amencsn Slates Water Co

Aqua Amenca. Inc

Aries an Resources Corp

Cali/orna Water Semre Group

Connecircul Water Serves Inc

Middlesex Water Compariy

SJW Corp
York Water Co,

Averag

51 40 qt
49.'20

NA

56 20
NA

NA

NA
''A

$551 60
1,873 30

NA

673 60
NA

NA

NA

NA

$283 52
921 66

NA

378 56
NA

NA

NA

Nn

50 50 A

49 50

51 00
NA

NA

NA

NA

$965 00
7, 550 00

Nc

965 00
NA

NA

NA

NA

$487 33
1,262 25

NA

492.15
NA

NA

NA

NA

11 44
I! 49

NA

5.39
NA

NA

NA

NA

105 tk

1.03
NA

103
NA

NA

NA

NA

900 '8

11 50
NA

10 00
NA

NA

NA

NA

945 tt
11 55

NA

10 30
NA

NA

NA

NA

$205 $106
1.05 0.70

NA NA

/ ls 12v
NA NA

NA NA

NA NA

NA NA

483 tl
33 3

NA

NA

NA

NA

NA

46 tt
3 9
NA

NA

NA

NA

NA

'4

Pfoxy Group of Foil/ Valti ~ Lihe

Standard dilon Water Com a es

Amencsn Slates Water Ca

Aqua Amence, Inc.

Cetfomia Weier Serwcc Group

Soi/thw441 Wales Compenv

Average

51.40 te
49 20
56.20
56.40

$551 60
1,873 30

573.60
295 ID

$283 52
821 66
378,56
166,44

5D50 tt
49 $0
51 00
55 $D

$565 00
2, 55D 00

965.DD

560.00

5487 33
1.262.25

492 15
316 40

1144 N

6.49
5 39

13.71

105 tt
I 03
I 03
1.0$

900 tt
11.50
10.00

7 00

9.45 tt
11.85
10.30
742

$205 $106 483
1.05 0 7D 33 3

2.15 1.20 44 2
070 034 514

46 tt
39
46
30
42 tt

NA = Nol Avaeahle

Nolo/' /I) From pages 8 th/ough 15 oi thR Schedule.

(2) Columnl 'column7, .

(31 Column 4 ' column S
(4) Five veer compound growlh rale in common aquxy from 20D6 lo 2010 2012 or ((((column 6 / column 31*(t/5'il - I ))

(6) 2 (G+coiumnyl/[2 calumny)).

(8) Column 8 celumn 9
171 I - (column 12 / column 111

(8) Column 10 ' column 13

Source oi informeten. Value Line Invesimant Sunray, Anni 27, 2007



Exhibit No.
Schedule PMA-9
Page 8 nf 15

QEg STgES Wgg $$$E AYYR PRICE 3'6 70 RATIO IL4 5 IMedian Ill.0)
RE(A)lfi

$ 26
KD

2 6Q/

TIMELINESS 5 Irwwef 72/Iso

SAFETY 3 Ibn 2/Isrg

TEQ(NICAL 3 Lmrwedx/27417

BETA aa I 1 go= rmikaii

20 0-12 PROJECTIONS
Ann'I Total

Price Gain Return

High 50 (+35%i 10%
Lae' 35 (-Sva) 2»%

Insider Decisions
JJASONOJF

ialkrr 0 8 0 0 8 1 0 0 D
Ogemi 3 0 2 0 0 7 0 0 0
i»gag 3 0 2 0 8 2 b 0 8
Instttutlonat Decisions

lnluut 3iuNL XOTNL

ra iio 67 53 59
ra srii 44 55 39

8042 8361 8944

16 I ~17 I 19 5
Law: 12.5~135 14 1
LEGENDS

7.25 x lvkiulun u ib
divided br Iuiwexl Raiu
Rat»eve Prim 5»mglh

3.tur-2 xpiii 5102
guns Nu
badari aiau kxgrurua rucuaxhu

Percerri 6
sherux 4
traded 2

26 5
14.8

25 3
16 7

26 4
90

29.0
20 3

29 0
21 6

26.8
208

34 I

24:i
43 8
30.3

7 Ir'

411
35 4

60
50
40

30
25
20

15

%TOT. RETURN 3I07
Tus YL Allrni

Lvacx ulucx
1.7 gg

557 429
82.11 15.5

7 Vr

3 I»
5 Ti

10

75

Target Price Range
2010 2011 2012

1991 1992 1993 1994 1995 1998 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2DOS OUALUE USE Ptg» NC 0.12
9t5
178
119
.73

10 10
'I 81

115
.17

231
8.85

921
167
111
.79

1043
168

95

.80

190 243
9,95 10.01

11 83
I 15

103
.81

11 37

t Pi

113
.82

219 240
1029 'if.gt

11 44

185
'I 04

.83
2.58

11.24

11 02

204
108
.84

3.11

t 1.48

t2 91

226
1.19

.S5

430
11.82

12.17

2, 20

128
86

3.83

12.74

1306
253
135
.87

318
f322

1378
254
134
.81

268
14.05

13 98

208
78

.88

376
13.97

1161
223
105
.89

503
15.01

'14 Ni

2&i
I N!

.911

424
15.71

15 15
290
133
gt

39t
16.64

f$JM

319
1.55
.94

$95
11.80

7$.80 Revenues per sh

3.25 "CashBowapersh
1.$5 Eamlngspersh"
.91 Dlv'd Ded'8 per sh nu

89$ Cap'ISpen gpersh
f929 Baakyaluepersh

182$
2$0
20$
1%%

4.80

22.25

88
56

1.0%

106
64

6.3'%%d

9.91 9 XN

'13 4

79

5.3%

128
84

6.6%

116
.78

67%

126
79

5.8%

II yt 11,71 11.77 13.33
14 5

.84

5.5'lo

15.5
81

5.IP/a

17.1
91

42%

13.44 I .44 15.12 15.12

15 9 16 1
1 63 ee

4.2% $.9'%%d

1 .18

183
100

3.6%

15 21

;71 9
182

3.5%

16.15
232
123

3.6%

168M

21$
111

3.1if

21.7
147

2.4%

Bukr rig
Var»

iarr

Avg Ann'I PIE Rat

Relative PIE Ra0e

Avg Ann'I Div'd YleM

raa aia
Leva

rua

19.90 Common Shs Outst'g c 22.00

2f.D
f.40

2.$%

CURRENT POSmDN 2004
($MIS L)

Cash Assets 43
Receivables t4.3
Inventory (Avg Cst) 1 5
Other 32.9
Current Assets 53 0
Accts Payable 182
Debt Due 459
Other 22.2
Currenl Liab 86 3
Fix. Chg. Cav. 246'%%d

2805 12i31lgs

13D
133
14

41.2
689
197
27.6
30.3
776

325%

3.2
14 8

1.6
44.8
644
24.0
32.6
29.3
85.9

325%

AuitUAL RATES
ul chenge (pw sh)
Revenues
"Cash Flow"

Earnings

Dividends
Book Value

Past
1il YN.

3 0%
3 0'/a

I.D%
4.0%

Past Est'd '83J85
5 Yrs. te '18 N?
30% 30%
1.5% 5.5'Ya

-2.5% 9.0%
I.DN 3.0%
4.5% 6.0%

Cab
ender

3I04
2005
2806
2807
2008

Cal-
endar

2804
2DD5

2006
2807
2088

Cal-
endar

2003
2904
20D5

2006
2007

QUARTERLY REUENUES (ImNL)

Nar. 31 Jun. 30 Sep. 30 Oec. 31

467 593 69D 53.0
498 605 681 5TB
606 62.1 136 663
$3.8 69.0 190 098
67.0 75.8 85.9 710

EARNINGS PER SHARE 4

Nlar. 31 Jun. 30 Sep. 30 Dec. 31

.08 30 .52 .15

.22 34 47 .29

.35 36 32 .30

.35 .40 .45 .35

.37 .43 .48 .37

QUARTERLY DIIDENDS PND au

Nar. 31 Jun. 38 Se .39 Dec.31
.221 221 221 221
.221 221 221 225
.225 225 225 225
225 225 225 235
.235

FuN
Year

228
236.
268
289
3DO

Full
Year

)05
132
133
f.55
1.65

FUN

Year

88
.89
90
.91

CAPITAL STRUCTURE as of 12I31NI6
Total Debt $309.4 rni8 Due ln 5 Yrs $3 3 mg
Lt Debt $267.8 mill LT Interest $24 0 mill

(LT interest earned. 3.1x: total interest

caverage 2 Sx) (49»/ al Cap'I)

Leases, Uncepitalized: None
Pension Ass»Is. 12ige $64 3 miii

OBNg. $86.1 mill.

Pfd Slack Mone. Pfd Oiv'd Mane

Common Stock 17,049,137 shs.
MARKET CAP: $62$ mglian (Smag Cap)

153 8
14.1

4'I 1%

43 D'li

56.3%

Mgt
'l4.6

1734

l6.1

40 9% 46 8%

43 6'/ 51 0%

55.1% 4S.4%

184 0

18.0
t91 5
28.4

45 7% 43 OYi

41 5% 54 5%

et.9% 44.7'yi

209.2

20.3
38.9'/i

52 IFY.

48.0%

2121
11.9

43 5'%%d

52 0%
48.9%

228 0
16.5

37.4»/i

236 2

22.5
47 O'8

50 4%

49.6'8

268.6
23.1

780

28.0

40.5Y 4f.p/
Nil

48e% 495%
5L4% $93/

3PP Revenues (Smgl}

32.9 Net Profit knBI

41.0Y» Income Tax Rate

Nil AFUDC%toNetPraNil

4RPYi Long-Term Debt Ratio

5f.0% Commun E ult Rage

4$.0
41.8/

N77

49 $$$

50.$/a

268 4

383.6
277 I
414.8

328 2

449 6
371 1

509.1

447 6
539.&

444 4

563.3
442.3

602.3

4804
664.2

532 5

1132
551 6
150.6

$7$

785

120 Total Capital (SmiN)

835 Net Plant SmN

9$5

$75
6 9ya

9 2'%%d

9.2%

70'%%d 66%
94% I09%
9 4% '10.1%

6 4Y 61%
92% 181%
9.3Y 18.1'li

6 5»i

9.5%

9.5%

46%
5.6'%%d

5.6%

52%
6 6'%%d

6.6'/

5.4%

85%
8 5»%%d

6.0'ya

8.1%

8.1'%%d

$.8%
8$'Yi

8.$%

6.0% Return an Total Cap'I

9.Wi Relwnun Sbr. Equity

9.0% Return anComE uity

5.$Yi

$.8%

9.OYi

1 8'%%d

80%

2 1'/i

18%

29%
12YX

3 6al

65Y»

3.3%
65%

NMF

113%
10%
94»%%d

28Y
61%

2.7%
61%

3.$%%d

$8Y»

85Yi Retained to Com Eq
$8Y ANOhrdstagetpr I

4.5'Yi

$2»/i

BUSINESS: Amerkan States Water Ca uperales as a holding

company Through iis principal subsidiary, Golden Slate Water

Company, it suppose water ia more Ihan 25D,OOO customers in 75
cammunhies in 10 counties Service areas indude the greater
metrapaliian areas of Las Angeles and Cvange Counties. The cum-

pany also prxwides eledric utility services ta nearly 23,25D custom.

Regulatory improvements augur well
for American States Water. The Califor-
nia Public Utilities Commission (CPUC) is
responsible for overseeing utility compa-
nies and their business practices in the
Golden State. After years of handing down
unfavorable decisions in a delayed fashion,
it appears as though the board has taken a
turn for the better. Under Governor
Schwarzenegger'8 watch, it has employed
a much more business-friendly approach,
issuing more favorable decisions in much
shorter tixue. Also, the CPUC announced
that it bas eliminated its earnings test on
balancing account cost recovery, enabling
Cal-based water utilities to recover costs
even if they were earning over their al-
lowed ROE in the district. We view these
developments as positives for AWR. It haa
a number of GRC cases being revievred
that may well add to our current earnings
estimates of $1.55 for this year and 81.55
for 2ooe.
There may be even more good news
on the horizon. A fellow Cal water utility
provider filed a general rate case last year
petitioning the CPUC to enact a water rev-
enue adjustment mechanism (RAM). If

ers in lhe diy af Big Bear t.ake and in areas al San Bernardino
County. Acquired Chaparral City Water of Arizona (10/00) Has
mughly 555 employees. OMceis 8 directors uwn 3 1'l, af common
stock (4/07 Proxy} Chairman: lloyd Ross President it CEO: Floyd
Wirks Incorporated: CA Addr: 630 East Foothill Boulevard, San
Dimes, CA 91773 Tele: 909-394.3600. Web: www. auwaler corn

enacted, RAM would allow recovery of re-
fund water revenues when actual sales are
be)ow adopted water sa)es inc)uded in the
GRC assumptions. The CPUC haa asked
this company to refile its request, sparking
speculation that the commission may back
such a practice. Although the adoption of
this methodology would provide significant
upside to our estimates, as per Value Line
protocol, we will not account for such until
a decision is finalized.
Government contracts provide fur-
thier optimism. Tbe military has ex-
pressed its interest in outsourcing water
arid wastewater operations at all of its
bases. American has already inked deals
for a couple of these bases, and additional
deals could add upside to Gur 3- to 5-year
prnjections.
StiI), most investors will want to take
a pass on this untimely issue. We are
concerned that infrastructure costs wi)l in-
crease at too fast a rate over the next
couple of years and offset any gains we en-
vision from the aforementioned initiatives.
Therefore, the stock holds limited 3- to 5-
year appreciation potential.
Andre J. Cosfonsa April 27, 2007

(A) Primary earnings Exdudes nunrecumng due early May (C) ln millions, ad)usted for spirls.

gains. '91, 738: '92, 134; '04. 14R '05, 25R (B) Bvidends hisloricagy paid in early March.
'06, Sd Ouaderiy earnings may not sum due la June, September, December. ~ Div'd reinvesl-
change in share cauns Next earnings report ment plan evagable.

0 2007. Value Uue pubgxhmu, irm. Ari mus rexwveri. Fudual materiel h »brained train auurwn betwau iu bu rutabb euri b puwkrwr wmuru wariauxea d unr rmd.
THE pUBLISHER Is NGT RsdpoNsleLEPGR ANY ERRons oR QMlssloNs HEREgk Tkix pubkiaiiuu ia Lukiiy tur iubaoiber'u uwn, nunxunuuwc'uri, iniamal uxe. Nu pun
~t ir mar be rawuriurad. iawlt riwari w baaimuiri in uut printed, atudrwxc or crim twm, w used rur guuwaiiug or uwriaiiug uuy Friunri ai aiediauir pvbomwa aiwka or pruord

Company's Rnancial Strength Bii
Stock's Prke Slebgity 75
Price Growth Persistence 85
Earnings PredlctabMty 60

~ ~ ~ . Il II'i
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2018-12 PROJECTIONS
Ann'I Total

Price Gain Return
High 30 (+30%1 9%
Luw 19 (-20%) -2%
Insider Decisions

JJASONDJF
teats 0 o 0 o 0 0 0 0 0
Outkuubl D02420
iuSit 0 I 0 0 2 3 2 0 I
Institutional Decisions

202NC 36NH iefusi
ii air 131 119 'l32
ti Sik 1OS 84 or
mf 40896 44B32 6ts14

Percent 6
»hares 4
treuud 2

f

I'.
u . -"

High: 57 85 115
Low: 3.9 4.4 7 2
LEGENDS—Lse x Diikieudi u xb

dtxduu bv tuietexl Rale. Rut»ere Ptbu Siruuys
3.lw-2 xpu lf36
I-ht-3 uau tfaa
sku-4 xps lilac
S.ku-u xpo lite l
Sfwu xplu tsffu
4.fwd ipb tsttrt

thur. Yuk
umu hdmmr mxusrhn

11 5
76

12 0
63

5 r

24.8
94

or

150
96

16 B
11 8

185
14 2

29 2
175

29 8
20 'l

Of.

240
205

48
40
32

20
16

12

'/ TOT. RETURN 3fol

srttcx umrx
-12.2 6 S
x62 426
12.1 26 6

1 yt
3 'W

5 yi

Target Price Range
2010 2013 2012

2991 1992 1993 1004 1995 $996 1997 1098 1999 2000 2001 2002 2003 2004 2DD 2006 2007 2008 oVALUE LINE PUB„ INC 0-12

214
45

25

.19

t 82

39

24

20

170
42

24

2f

t.82

42

26

.2t

1.84

47

29

.22

186
.50

30

.23

2.02

.56

.34

24

2.89
61

.40

26

2AI
72
42

21

2.46

76
47

.28

2.70
86

51

.30

2.97

96
57

.35

348
108

64

.37

3.IL"

1.21

403
126

70
.44

4.3$
1AO

.80

.48

4.$5

f%%do

.90

.$5

Revenues per sh

Cash Flow" per sh

Earnings per sb A

Dhr'dDecydpersb au

5.35
fdg
1.0$

.70

54

2.01
60

2.09

Al
228

.46

2.41

48

2.69

.82

321
.90

3A2

116
3.85

109
4.15

120
4.36

132
5.34

154
5.88

1.84

6.3(I

2.05

6.96

210
1.15

2 f5 Cap'I Spending per sh

7.4$ Buok Value per sh

2.30
9.3D

41.42 512D 59.40 59.71 63.14 75

106
59

7.2%

125
16

6.8%

144
85

5.9V

135
89

6.0%

120
OO

6.2'/

156
98

4.9'/i

MARKET CAP: $3.1 billion (luld Cap)

CAPI7AL STRUCTURE as of IV31/Os
Total Debt $1102 I mill Due In 5 Yrs $143 3 mill

L7 Debt $95t 7 mill. LT Interest $55 0 mill

(L7 infeiexl earned. 3 Sx, tofaf iniefest coverage:
3 4x) (50% ol Cap'I)

Penslun Assets-22/96 $ 226 5 mio
Dblig. $178 3 mill

Pfd Stock None

Commun Stock I32,325,690sharec

67.47 7220 1D6.80
17.8
I 93

3.9'/u

13fi 2

212

225
1.I7

2.9%

1st D

28.8

21.2
121

3.0Vi

251.3
45.0

54 4% 52.7'8 52.9'A

44.8% 46.6% 457'yi

421 2 4966 7827
534.5 609.S 1135.4

7.4'yi 7.6% 7.6Vi

t I 9'/ 12 3% t2.2'%

12.9% i2A% 12.3%

4D 6% 40 5% 38 O'8

L82

182
I l8

32%

275 5

50.7

52 OV

41.8%
901.1

1251A

1 4'yt

11.7%

11.7%

t13.97

236
12t

2.5%

301 3
58.5

39 3Vi

52 2V,

41.7%

990 4

t368.1

7.8Vi

12 3%

t2.4%

113.19
236
129

2.5'A

322.0
62.1

38 5Vi

54.1'/i

45.8%

1076.2

1490.8

26%
12 TV

12.1%

12845 127.18

245
I 49

2.5'%

251
133

2.3%i

367.2 442.8

67.3 8D.O

39 3% 39 4'A

st.4'/ 5o.o'/

48.6% 5D.0%

13557 1491 3

1824.3 2069.8

64% Sdw/

102% 101%
102% ID.7%

12897 132.33
318
1.68

LO'y,

342
188

1.9Vi

496 li 533 5
91.',! 92,0

38 4'/i 39 6'/i

2.9% 2OYt

52.0% 50.8%
48.D% 492%
1698 I 18133
2280.ti 2506 0

69'% 65%
11 2Vi to 0%
1t2% 10.0%

134.00 f3$.00 ummun Shs Oulsl'g

Avg Ann PIE Ratio

Relagve PIE Retie

Avg Ann'I Div'd Yield

Buu rfa Iui uti
Vutu Uuu
i»it tix

$30 Revenues (Smgl)

128 Netprd8 Srnig

580

105

51.0%%d 52.0/, Long.Tenn Debt Relic

49OYt 480/, Cumnmn E ul Rails

folD

27OD

2110 Tele( Capoal(lrnio)

2850 Net Ptant Smgl

Toi! 1.0% Return on Total Cap'I

11.0/. 11.5/ Return on Shr. Equity

ff.0% 11.5%%d RetmnuneomE m

39%% 39.0/. Income Tax Rale

2O% 28%%d AFUDC'/, teketpre6t

140.00
23.0
't.55

261u

158

158

JSOYi

2.OYi

Sf.0%

49.5Y

2550

3500

1.5i%%d

11$/
ff.$%

CURRENT PDSITIOH
(SMILL)

Cash Assets
Receivables
Inventory (AvgCst)
Other
Current Assets
Accts Payable
Debt Oue
Other
Current uab.
Rx. Chg. Cov,

2064 2605 12I3lfbs

t3.1
64.5
6.9
5.6

901
23.5

135.3
50.6

217 4
364'yi

119
62 7
78
7.6

90 0
555

f63.1
44.7

263.3
377%

44 0
721
102
8.4

134 7
49.4

150.4
55.8

255.6
36IPAt

ANNUAL RATES
d~(pwd)
Revenues
"Cash Row"

Earnings

Dividends
Book Value

Past
16 Ym.

7 0%
95%
9 IPA

6 0'yu

95%

Past Est'd '03 '05
5 Yrs. tu 'll'l2
8 0% 6.5%
9.5V 1.5i/
S 5% T5%
6.5% 9 5Yi

tt.o% 1.0%

Cab OUARTERLY RE((EIIES (S BN.)
ender )gss3( Jus, 30 Sep.30 Dec.31

Fug
Year

EARNINGS PER $)IARE "
ender $(ar.3( Jun. 30 Se .3D Dec.31

Full
Year

2084
2005
20D6
2087
2DOS

13 14 .20 11
15 17 22 .17
.13 .17 21 .19
.'I$22 22 .20
2D .24 .24 .22

.64

.71

.70

.80

.90

Cd. OUARTERLYOINDENDSPAIDs ~

ender glar. 3( Jun. 30 Se .30 Dec.31
Full
Year

2D03

2D04

2005
2006
2007

084 084 084 .09
09 09 09 098
098 098 098 107
107 107 .115 115
115

34
31
.40
44

2004 00.8 106.5 120.3 1154 442.0
2005 114.0 123 1 t36 0 t22.9 495 8
2006 1160 131.T 141.0 1366 5335
2007 f30 150 16D fdo 580
2080 fdo 160 18D f50 630

3 6Vi

10%

45%
64Vi

43%
65%

47f
Ml

5 Ii/

59'/
52%
59%

42%
59%

46V
57Vt

BUSINESS: Aqua America, Inr. is Ihe hdding company Iur wafer
and wastewater ufIities that serve approximately 28 mil6on resi-
dents in Permsyfuenia, Ohio, North Carusna, ignols, Te»es, New

Jemey, Florida, indiana, and five other slates. Divested three d
lots non-water businesses in '91; telemarkeffng group in '93i and

olhers Acquired AquaSuurce, 2/03; Consumem Water, 499; and

Aqua America's results are starting ttu
improve. After reporting weak profits for
the first nine 'months of 2606, the company
posted a 12% earnings advance in the final
quarter of the year. Problems, such as
higher production costs, increased short-
term financing expense, poor weather, and
delays in regulatory approvals, eased a bit
during the quarter.
Increased rates should help lift re-
sults in the year ahead. Although one of
the company's largest subsidiaries, Aqua
Pennsylvania, received a substantial lift in
rates in mid-2006, contributions from
these adjustments should be more
meaningful in 2007 In addition to the
recent settlement of rate cases in Illinois
and New Jersey, we expect Aqua America
to receive further rate increases in 2067
and 2008.
The company will likely expand
through acquisition. Aqua America com-

letcd about 28 acquisitions in 2006. The
argest purchase, New York Water Serv-

ices, which dosed at the end of the year,
he)pad expand the customer hase consider-
ably. More recently, the company agreed
to buy Aquarian Water of Sea C)iff, Long

4 9't(

56li
37V,

63Vi

4.0/
63%

4.$/i RetainedteComEq

$4% AODfv'dstuNelpruf

other, Water supply revenues 'OR residential, 60'/ii commercial,
14%; Induslrial 8 other, 26%. Officers and diredors mm I 2% of
ihe common clock (4/06 Proxy). Chairman il Chief EXecutive CH-

fixer. INcholas DeBenediclis Incorporated: Pennsylvania Address:
762 ltyesl Lancaster Avenue, Bryn Matw, Pennsylvania 19010.Tel-
ephone: 6)o 525-1400 Internet www aquaamerica. corn

Isla~d. Although the acquisition strategy
makes sense, it probably adds some risk.
Acquired facilities can require expensive
capital improvements to qualify for rate
incfuases. Also, expenses, such as
depreciation, can rise, before being fully
offset by higher revenue.
We expect earnings tu advance at
about 6%-10% annually, on average,
for the next few years. We are )caving
our earnings estimate for 2007 unchanged,
anc( are introducing an estimate of 60.80
pcr diluted share for 2008 at this time.
The company should be able to improve ef-
ficienc at some of its recent)y purchased
businesses. Results shouM also benefit
from moderating chemical prices and ener-
gy utility costs.
These shares are ranked 4 (Below
Average) for Timeliness. Further, our
current projections indicate the issue of-
fers little, if any, appreciation potential for
the next 8 to 5 years. The dividend payout
remains at about 63%, which is consider-
able. But the yield on this stock is not too
attractive and thus offers limited downside
price protection for investors.
ACturrt Rosner April 27, 2007

(A) Primary shares outstanding Ihrough '96'I disc. operations: '96, 2f. Next earnings report (C) In m8$uns, ad)usted hr slack xphts

ducted thereafter. Exd. nonrec. gains (hxses)t due early May. (0) Diwdends Mslwicasy pakl
'90, (38ff): '91, (3488 '92, (3888 '99, {11$);'00, in early March, June, Sept 6 Dec. ~ Div'd

26 '01, 26 '02, 5$; '03, 4$ Exd. gain fmm telnveslnmnt plan avaOable (5% discount).

o reer, tbkm turn Ftouihks, ttm. Atr tiuktr miunud. Fuctwt uuturiuf ix eat»hue bum xuwcux betwud iu bu mkubti unu tx prwktuu wumui auuuuiiuu ul uuy kiud
THE FUBUsHER ts NDT REspoNslBLE I'DR ANY ERROR 6 DFt Dutsstcns HERssr. Tlix pubtbusuu ii itrcuy rw waxer lbuxx uun, uun cummwdut, i»ternal uxe Nu peri
of lt miy be mumuuxuu, tututd, iturud or uxttuteud tu iuy urutud, ibrbmk w ether twm, ut uiid tw suuira6»a w misuuus any priutud or iludtuub pukEcuhm, rruiiri or utueud

Company's Flnanclal Strength Bu
Stock's Pike Stabgity 85
Price Growlh Persistence 90
Earnings Predhfabglty 100

~ ~ u . II: it ~
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I.ID 1.12

$733
265
t 25

1.12

1637 t 1.18
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13.38
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13.43

245 409
$2.9D $2.95

582
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15.66
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44.6
35 5
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2.76 3.20

1.34 1.60
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EARNINGS PER SHARE A e
Mar, 31 Jun.30 Se 3D Dec.31

.08 .59 .59 .2D

93 41 .71 .32
94 31 .68 .31
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Year
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CAPITAL STRUCTURE ae of $201PJS
Total Debt $293 6 mill Due in 5 Yre $11 9 miB

L7 Debt $291.8 rnii. LT Inlereel $22 5 mill

fLT interest earned: 3.5x; Intel int cuv: 3.2x)

Pension Assetotz!QB 578 4 mill.

Oblig. $109.1 mii.
Pfd Stuck $3 5 mill. Ptd Div'd $.15 mii.
139.000 shares, 4 4 /i cumulative ($25 par)

Common Stock 20,655,699 shs.
as nt 3IBIBT

MARKET CAP: $858 million (Smag Cap)
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41.0%

Nff

Income Tax Rate

AFUDC % te Net Preffl

4$.0/,
N27

4S4% M Z%

53 5il 54 1%
3061
450.4

30& 6

476.3

46 9%

52.0%
3338

515.4

48 9% 503%

50.2% 48.8%v

386 8 4021
562.0 624.3

55.3%

44.0V

453 I
697.6

rv02% 49 6id

49.1% 50.8%

4984 5659
159.5 800.3

48 3% 43 3% 445ig

51 I tli 562%i 5$.0%
568 I
862.7

673 6

941.5
730

1009

465%
510%

100
1010

Lang-Twm Debt Raga

Common E ui Retie

Total CBPRal (Smig)

Net Plant (Shiit

49.5V,

51.0/
95$

1240

9.4% 1 8%

13 9% 10 7%

14.1% 10.8%

18%
11 2%

114%

68%
100%i

10.1%

53V

72%
1.2'S

5.9%

9,4%

9.5%

56V
1,8%

1.9%

61%
8 9'fi

9.DVi

63%
9.3%

9.3'li

5,2/i

6.1%
6.8%

Lsd
8.5%

O.s%%uv

6.5%

929/i

9.5%

Return on Tntal Cap'I

Retmn on Shr. Equity

Return enCbmE u'

7.0%

10.0%

$0.0%
SDK

56%

28%
74%

35%
70%i

18% NMF

82% 119%

10%
90% 91%

Z. IVi

77%

2.t%%u,

76%%ui

.5%

93%
26%
70/i

SS/
63%

Retained tn Cnm Eq

AD Div'ds te Net Prof

4.5%
55ig

BUSINESS: California Water Service Group provides regulated end
nnrvegulated waffu service ln over 2 million penpte (483,900 cus-

tnmers] In 83 cnmrnuniiex in Cabfamla, Washington, New Mexico,

and Hawai. Mein service areas: San Frendeeu Bay area,
Sacramento Valfey, Salinas Valley, San Juaqun VaBey 8 pete nf

Lne Angeles. Acquked National UlfTNy company (5704); Rln Grande

California Water Service Group ap-
pears poised for a strong bottom-line
rebound this year. Although the water
utility provider had some trouble in 2006,
we expect better weather conditions, espe-
cially in the first ba)f of the year, to help it
bounce back. Meanwhile, there are better
regu)atory practices in p)ay now. The Cah-
fornia Public Utilities Commission
(CPUC), which is responsible for maintain-
ing a balance between consumers and Ca)-
based utilities, recently awarded CWT an
allowed ROE of 10 29(f on its general rate
case regarding 24 districts. The ruling was
in line with what we expected and points
to an improving regulatory environment in
the state. This augurs well for the compa-
ny'B prospects, as it submits a general rate
case to recover higher non-operational
costs for eight of its districts every three
years, and has a few cases currently being
reviewed. Against this backdrop, we look
for CWT to post share earnings of $1.60
this year, representing s 19% gain
Further regulatory improvements
should boost 2008 earnings. Given the
CPUC's more business-friendly nature,
there is a good chance that the board will

Corp (1I/00) Revenue breakdown, '06: residential, 70%; business,
18%:Public aulhoriliee, 5%', industnal, 5%6 olhei, 2% '06 rePurled
deprec. rate: 3 3%. Nas reughly 870 employees. Delnnan: Rnberf
W Fuy President 8 CEO: Peter C Nehon inc: Delaware Ad-
drexrx $720 trierlh First Street San Jose, Caifemia 95f12-4598
Telephone: 4M-367-8200. Inlemek vvww calwater corn.

enzict some of the reforinations proposed in
the Water Action Plan that are on the
table. A decision is expected in tbe second
half of this year. We are introducing a
2M)8 share-net estimate of $1.75.
Capital constraints remain a problem,
though. CWT is making heavy invest-
ments in its current systems. Indeed, capi-
tal expenditures have increased sig-
nifiicant)y in recent years and are like)y to
remain high for the foreseeable future.
Unfortunate)y, it does not have enough
cash on hand to foot the bill, making addi-
tiolnal stock and debt offerings necessary.
Growth-minded investors will want to
look elsewhere. The stock is ranked 5
(Idfwest) for Timeliness and offers limited
8- to 5-year appreciation potential, given
its financing problems.
That said, those looking for a steady
stream of incoine may like what they
see. Despite its capital constraints, CWT
recently raised its annual dividend, mark-
ing the 40th consecutive year of increase.
A)though there are higher-yielding instru-
ments out there, CWT's 2 (Above Average)
Safety rank adds appeal.
Andre J. Costanza April 27, 2007

(A) Bask EPS. Exet nonrecuning gain Dnxs); (B) Dividends historically paid in mid-Feb. , (C) lncL deferred charges tn 05: $69 5 milL,
'00, f7y); '01, 40 02, Bff Next eandngx repml May, Aug, and Nnv ~ Div'd rebwextment plan $3.36/Bh.
due eeriy May. avaiable ID) In milinne, adjusted hv epil

E) May nut Intel due lo change in shares.
0 Jeey, vvhe fee pvbfuhine, fnc. AN riffbh iiivrved Faevef malarial n ebfefneri free ffeeev beienvf fi be eiable enu fv Brevued vifhvvf wenenffee vf any Afnd.

THE pUBLISHEFI fs Noy REBFQNBSLE TDR ANY ERR0Rs oR QMfssnus ffEREfN. Ffiv evseslhn fi ifoffy lvr evbveher'i own, eeniewnireei hfemef me Nv pef
of 2 eiy bv eyeafex, ferro shred fv fenieihri in my arinfvri, druneh ir ifhvr lee, ir used lir eenvrifee u nwkieii any prieeri vi uefbenu pearaxm ivrvfri ir pedvif

Company's Financial Strength B++
Steak'e Price Stablgty 80
Prke Growth Persistence $0
Emnlnge Predktnbglty 70

~ ~ ~
- . ~ Bt ' flic



Exhibit NO.

Sehe(tule PMA-9
Page 11 of 15

CONN WATER SEWlCES NDQ-CT)t/S PR(CE@ 24.25 P/ERAT(0 29,9 P/ERAIIO 1A6 I'Io' 3,5'/()

RANKS

Technical

Acorn
PERFORMANCE 2 Avemgo

3 Avv loge

SAFETY 3 uvvivpe

t9.00 24.67
13.33 12.67

LEGENDS—f2 Mou hiov Avg
~ - Rol Piicu Shuhgrh

3-loi-2 uphl g/ga
3-loi-2 cplil 9/01
3/odvd vivu turvdm evvvvbu

23.50
17 00

32.21
19.50

31.09
20.35

30.41
24.00

29.76
23.83

28.17
21 91

27 71
20 29

25 09 High
22.52 Low

45

225

BETA 90 (1 DD = Market) i i 13

Financial Strength 8+

Price Stability 75

Price Growth Poicluleoco 55

Eumlogu Pfudictubalty SD

O VALUE LINK PUBLISIBNG, INC. 3998 1999 2001 2002 2/ 83

350

voL
[ihmo )

2007/2008

SAlES PER SH

"CASH FLOW" PER SH

EARNINGS PER SM

DRYDS DECL'D PER SH

CAP'L SPEMDfMG PER SH

BOOK VALUE PER SH

COMMON SHS OUTSTG (MILL)

AVG AMM'L P/E RATIO

RELATIVE PIE RATIO

AVG ANN'L DIV'D YIELD

SALES ($MILL)

OPERATING MARGIN

DEPRECtATION (SHILL)

IdET PROFIT ($kfill)
INCOME TAX RATE

NET PROFIT MARGIN

WORKING CAPq. ($MILL)

LONG-TERM DEBT ($MILL)

SHR. EQUITY (SHILL]

RETURN ON TOTAL CAP'L

RETURN ON SHR EQUITY

RETAINED TO COM EQ

ALL Dhf DS TD NET PROF

5.58
1.59
1,02
.78

1.12
8.52
6.6o

15.5
.81

4.9'/i

37.9
46.2%
39
T.D

34.3%
18.4%
d3.7
525
58.7

7 3%
11.9%
2.8%

76'/v

5.87
1.65
I 03
.79

1.42
8.61
7.26

18.2
1.04
4.2%

42 6
4S.7%
4.5
7.5

40 1'Yv

17.6%
03.8
65.4
63.3
7.4%

1 1.8%

74'/

5.70
1.73
1.09
.79

1.43
8.92
728

18 2
1.18
4.0'/v

41.5
48.8%
4.7
6.0

35.7'Yv

19.2%
.3

64.T
65.7

T.6'/
'l2 lvA

3.2'/v

74'/v

593
178
1.13
.80

1.86
9.25
T.65

21 5
1 'IO

33%
45 4
56 lv/

5.0
S.T

36.1%
'l9 1%
d3 3
64 0
71.6

7 9%
12.1%
36%

71v/

5.77
1.78
1.12
.81

1.98
10.06

24.3
t.33
30%

45.8
57.7%v

54
8.8

338yv
19.::%
d5. I

64 8
80 7

7 4%
11k9%
3 1v/

72%

591
1 89
1.15
.83

1.49
10.46

'1.97
23.5
1.34
3.0'Ya

47.1
52.1'/v

5.9
9.2

1T 9%
19.5'/v

d3.9
64 8
84.2

T.5%
10.9%
3 2%

71%

6.04
1.91
1.16
.84

1.58
10.94

22.9
12f
3 1%

48.5
51.0%
6.0
9.4

22.9%
1944/

dT
66.4
88 7

7.0'/v

10.6%
3.1%

71%

581
1.62
.88
.85

1.96
11.52
8.17

28.6
1.51
3.4%

47,5
48.3'/4

6.1

T.2

t5.1'/
13.0
77.4
94.9
5.0'lv

7.5%
3%

95%

5.68
152

81
.86

1 96
11.60
8.27

29 1
'I 57
3.6%

46.9
43.7'lv

59
6.7

23 5%
14 3%
12

773
96.7

4 9'Y,

6.9%
NMF

105o/

105 '/115

23.1/21.f

Bold figvvuu

oio consensus
comings

uurimofou

und, using the
ieceof prices,

P/E ratios.

4No. of uuu/yufu chuug/og corn. ovl in iusi /4 days: D up D down, couuuovuv syom ourn/ugu gomih 50 fiyk puryuuc Buvud upon oou oue/yvf'u ocgmofu auuud upoo one ooo//o/3 evomuiu

ANNUAL RATES

ol chongo fpuf share) 5 Yru.
Sales
"Cash Flow" -0.5%

Earnings -2 5%
Dividends 10/v
Book Vak 50%

1 Yv.
-2.5'/
-6 0%
5.0%
1.0'/»

0.5%

ASSETS ($mBt.)
Ouch Aucolc
Rucolvoblou
Invuntofy (Avg cfet)
Other

Cmyunt Accolc

2DD4

.7
gs

9
3.9

'I5 3

2aas 12/31/gs

4.ii I 4
59 95

.9 .9
14.9 2.4
26.1 14.2

Floco/
Year

1201/04
1201/05
1201/06
1201/67

QUARTERLY SAlES (Smig.)
1Q 2Q 3Q 4Q

Fug
Year

109 126 13.9 117 465
109 110 141 115 475
105 114 133 117 469

Piopoily, Plant
& Equip, at fuel

Accum Doprodogoh
Nol Pvopoviy

Other

Total Assets

344.5 345.6 370.5
96.4 973 192 4

24S.t 247.7 268 t
29.5 322 32.9

290.9 306 6 315.2

Fikcaf
Your

12/31/03
12l31/04

12/31/05

1201/06
12/31/07

Cal-
uudor

2604
2005
2006
2607

UABtLITIES ($mM, )
Acute Payable
Debt Duo
Other

Current I.lob

EARNINGS PER SHARE

1Q 2Q 3Q 4Q
Full
Year

55 46 60
6.0 7 I 5.3
4.4 1.3 1.7

t59 f32 130
'I 15
1.'I6

.81

.26 15 48 26

.24 26 47 19
24 15 41 08
.21 12 45 .03
.22 .23 .36 LONG-TERRI DEBT AND EQUITY

as of 12l31/06
QUARTERLY DIVIDENDS PAID Full
1Q 20 3Q 4Q Your Duu In 5 Yru. $5 3 mill

84
85

,86

21 .21
213 213
215 215

.206 206
.21 21
.213 213
215

7otul Dobt $82.6 m/S

LT Debt $77.3 mill.

Including Cap. Leases Nona
(44% of Cup'I)

Leases, Uhcopltuflzud Annual iuhlols $3 mill

INDUSTRY: Water Uti(tty

BUSINESS: Connecticut Water Services, Inc. primarily
operates as a water utility company in Connecticut, It
operates through three segments: Water Activities, Real
Estate Transactions, and Services and Rentals. The Water
Activities segment supplies public drinking water to its
customers. The Real Estate Transactions segment is in-
volved in the sale of its limited excess real estate holdings.
The Services and Rentals segment provides contracted
services lo warer and wastewater utilitics and olher clients,
as well as leases certain of its properties to third parties.
This segmenf/3 services inctude contract operations of water
and wastewater facilities; I.inebacker, its service line pro-
tection plan for pub)ic drinking water customers; and
provision of bulk deliveries of emergency drinking water to
businesses and residences via tanker truck. As of March 19,
the company provided water to approximately 83,000 or
286,000 customers in 41 towns in Connecticut. Has about
200 employees. Chairman: Marshall T. Chiaraluce. Incx CT.
Address: 93 West Main Slrcet, Chnton, CT 06413. Te)3
(860) 669-8(i36. Internet: http: //www. ctw ster. corn.

April 27, 2007
Ponclon Uabilily Noae in '06 vc Nice in '05

IMSTITUT/ORAL DECISIONS

2Q'DS 3Q'66 4Q'66

I 4 'll 18
18 19 li!

1462 t 253 1318

TOTAL SHA REHOLITER RETURN
Div/doudu pius upprucofioo as of 3/3//2007Pld 5v'd Puld NMFPfd Stock $ 6 mN.

lo Buy

io SoD

Kid'c(000)

3 Yru. 5 Yrs.1 Yr.3 kdos. 6 Mou.Common Stock 6276,394 shares

(56% Dl Cap1)

eBay vbluo Uoo pubrohke, kc. Ak righiu evvwud. Fuckel
HE PUBLISHER IS NOT RESPONS/RLE FOR huy ERRORS

oi ii ouy bv ivpeducvd, ivvdd, vioivd e iiuuiluiuvd In any pvvivd,

muioiiol Ic obiuiuod Iuvu umvcou buliovod io be futobu uel Is po
OR OIRSSIONS HEREgk niv puSca/ke iu sAlly Im uvbvciibofc omh

vlvdiodc e dier loud, or medio Sooviuliob oi muavfiug any Riidvd vi

6.66% f0.97% 4.83% -6.2 l% 3.394/o

vked wuuei ouumidm ol any kkul
omHcoemcbf, kuumuluvoNopuu 4 ~ v II ' ll' ~

vlmbmdc pvbtoguh iovkv «podud
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IIIIPI ESE)( WATER fiDQ. -McuE)( PRICE 18,95 P/ER/(T(0 23, I P/ER/)T)0 1,13 T(0 Nll

RANKS

gufuw
PERFDRMAMCE 4 Avuvugu

3 Average

SAFETY 3 Ave/uge

Technfcaf

BETA B5 (f OD = Market)

12.88 19.75
9.63 10 50

LEGENDS—12 Muu Mov Avg
- Rel Price Sffengfh

3-fuv-2 upaf 1/02
4-fnf-3 upgf I f/03
alluded ulNI ucrmfuc ecenen

16.97
12.50

18 73
14 69

20 04
13.73

2 $23
15.77

21.81
16.65

23 4/
17 07

20.50
16.50

19.07 High
16 93 Low

18

13

Finenclel Strength 8+

Pdce Stabilify 80

Pffce Gfowlh Pefululence 60

Eefnlngs PfedirlebiSty 70

0 VALUE UNE PUBLISHINC, IMC 1998 2D00 2001 2002 2003 2004 2005 2007/2008

SALES PER SH
"CASH FLDW" PER SH

EARNINGS PER SH

Dnpos DEcL'D pER sH
CAP'L SPENDING PER SH

BOOK VALUE PER SH

COISNON SHS OUTST'6 (kllLL)

AVG ANN'L P/E RATIO

RELATIVE PIE RATID

AVG ANN'L DIV'D YIELD

SALES ($N)LL)

OPERATING MARGIN

DEPRECIATiON (SMILL)

NET PROFIT $MILL)

INCOME TAX RATE

NET PROFIT MARGIN

WORKING CAP'L (SISILL)

LONG-TERM DEBT ($MILL)

SHR. EQUITY (SNILL)

RETURN DN TOTAL CAP'L

RETURN ON SHR. EQUITY

RETAINED TO COM EQ

ALL DIV'DS TO NET PROF

4.39
1.02
.7'I

.58
2.68
6.80
9.82

152
.19

43.1

37 Oos

3.8
6.5

31 5%
15.1'Yu

14.6
780
1'l.7
5 7%
9.1'/u

1.8%
8t 'Yu

5 35
I 19

76
.60

2.33
6.95

10.00
17.6

1.0(l

4A%
53.5
33 9%
4.3
7.9

28 S'/v

14.7'/o

68
82.3
74.6
6 4'/

10.6%
2.5%

78%

539
.99
51

,61
1.32
6.98

10.11
28.7

1.87
4.2'Yu

54 5
32.2%
4.9
5.3

33.1'/u

9.7'/u

d2/
81.1
74.7
4.9%v

7.1%
fvfMF

121vA,

5.87
1 18

.66

.62
1 25
7.11

10.17
24 6

1 26
3'%

596
472%

5.3
7.0

34 Su'

11.7%
d.9

88. 1

76.4
5 6vv

9 1a/,

5%
94%

5.9S
1 20

/3
.63

1.59
7.39

1D.36
23.5

1.28
3.7u/v

61.9
41 1%
5.0
7.8

33.3%
12.5%
d9.3
8/. 5
80.6

6 0'/
96%
'I. 3'Yu

87%

6.12
1.15

.61

.65
't.87
7.60

10.48
30.0

'1.7'I

3.5'/v

64.1
44 0%
5.6
6,6

32.8%
10 3'/

d13.3
97.4
83.7
50/
7 9%

y/MF

106v/u

625
'I.26

73
.66

254
8.38

11.36
26.4
1.39
34%

71.0
44.4%
64
8.4

31.1%
11.9%

d11 8
115.3
99.2

5.1%
8.5vv

lf0%

644
1.33
.11
.67

218
S.60

11.58
27.4

1.45
3.5%

74.6
44.4%

7.2
8.5

27 6%
11.4%
d4 5

128 2
103.6

5.0'Yo

8.2%
.5/a

94%

6.16
1 33
.82
.68

231
9.82

13.17
22.7

1 23
3 7aA

81.1
47 4%

7.8
10.0
33.4%
12 4us

28
130 7
'i 33.3

5 1%
1.5%
1.2'Yv

64'/v

.es"n/ee'

22.0/21. 5

Subf figuvee

are consensus
earnings

esfimefeu

end, using fhe

recenf pvfcec,

Pie vu ffou.

4/Vu ufunefysfc chungfng eeuc euf In/cur f4 days 0 up 0 duuuv consensus syear comings growth 0 0% per rene Based upon 2 euefyufr eulimufec suued upon une enuiysru esfimufe

ANNUAL RATES

0/change /per share/ 5 Yrn.
Sales 25%
Cash Flow" 35V

Earnings 35%
Dividends 20%
Book Value 5 0'Yv

I Yf.
-4 5%
05%

15 5%
1.5%

14.5%

ASSETS [gmlll. )
Cash Amelc
Recelvoblec
Invenlory (Avg cost)
Olhef

Cmrenl Ancelc

2lfg4 2085 12i31/SS

40 30 5S
9 9 11.8 12.6
1 2 1 3 1.3
.9 .9 1.2

16 0 17 0 20.9

Flccel
Year

QUAR'fERLY SALES (SmSL)
1Q 2Q 3Q 4Q

FUS
Year

I2/31/04 15 9 17.8 19 8 I7.5 7'I 0
12/31/05 16 7 18 4 20 8 18.7 74 6
12/31/06 18 2 21.0 22 6 19 3 81 1

12/31/07

Pmperly, Plant
8 Equip, nl cost

Accum Depfedogun
Nel Property
Other

Tntet Assets

314 9 343 0 376.8
52.0 55 0 59 7

282.9 288.0 317.1
26.1 19A 32.3

305 6 324.4 370.3

Flscel
Yeer

12/31/03

12/31/04

12/31/05
120'I/06

1201/07

Cal-
ender

2004

2005
2006
2007

LIABILITIES ($mSL)
Acute Psych)e
Debt Due
Olhef

Current Lfeb

EARNINGS PER SHARE

1Q 2Q 3Q 4Q
Fue
Year

60 60 55
121 59 25
9.7 9.6 10.1

27 8 21 5 18 1
61
.13
71
82

11 17 22 11
.09 16 29 .19
.12 16 26 17
.15 25 28 .14

.14 .24 .30 LONG-TERM DEBT AND EQUITY
as of 12/31/06

QUARTERLY DIVIDENDS PAID Full
1Q 2Q 3Q 4Q Yeer

.165 .165

. 168 168
.17 17
173

.66

.67

.ee

.165 .188
168 17
.t7 .113

Total Debt $133 2 mill. Due bf 5 Yfc. $13 5 ms.
LT Debt $130.7 mill.

Including Cep. Lenceu None
(50Ã, of Cop1)

Leases, UncepiteSzed Annual fenleh More

INDUSTRY: Water Utility

BUSINESS: Middlesex Water Company engages in the
ownership snd operation of regulated water utility systems
in New Jerrvey snd Delaware, as well as s regulated
wastewater utility in New Jersey. It offers contract opera-
tions services snd s service line maintenance program
through its nonregulsted subsidiary, Utility Service Affili-
ates, Inc. The company's water utility system treats, stores,
snd distributfrs water for residential, commercial, industrial,
snd fire prevention purposes. Under s special contract, it
also provides water treatment snd pumping services to the
Township ofEast Bnmswick. Middlesex Water's other New
Jersey subsidiaries offer water snd wastewater services to
residents in Southsmpton Township. The company's Dela-
ware subsidi, aries, Tidewater Utilities, Inc„. Southern Shores
Water Comp|any, LLC; snd Tidewater Environmental Ser-
vices, Inc. ; olfer water services to reiai) customers in New
Csslle, Kent, snd Sussex counties. Has 243 employees.
Chsitmsn: J. Richard Tompkins. Inc. : NJ. Address: 1500
Ronson Road, PO. Box )500, Iselin, NJ 08830. Tel.: (732)
634-)500. Internet: http: //www. middlesexwster. corn.

A.Z

April 17, 1007
Pension Liability Tt64 mill In '06 vc 8& 7 mig m '05

INSTfTIITIONAL DECISIONS

2Q'gg 3Q'08 4Q'gs
15 17 21
20 22 14

1771 1544 21S2

Pfd Dh/d Paid $2 nut.

(1% fd Cop'I)
Pld Slock $4 0 fnS

ln Buy

lo Sell

Hid's(000)

3 Mus. 6 Nlus. 1 Yr. 3 Yrs. 5 Yrs.
Common Stock 13,1SS,081 cfefec

4g% of Cog'I -1.82% -3 47% -0.24'/u -2.04% 24.04%

uffbmu uemuem ol nuy bbd
fduLbfemeluun Nuyuf ~ ~ ~ -

v II I I I
uuh fublimauc mnlm ev peuud

02cgy veiue une Pubtsblfe, fnc. Aff righiu feuewed. Pucfuul
HE PUSLISHER fs Hoi RESPONSftffE FOR ANY ERRORS

ul I euy be epruuuced. nvdu, unius or buuuumuf fu any pseud,

umefd h ebmbed Ium uuecuu beyond b le eleble end Is pvmfdud
0R obassfoss HEREN. This pub 'culiun is cffidfy ku cubuuburu uun, nencemne
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Dividends plus eppveciegun nu of 3/31/2007



Exhibit NO,

Schedu(e PMA-9
Page 13 of 15

8JW CORP, t(YSE-sJW
RECEMI

)g 2IL
TRA((IG

33 0
REQTI(E

1 g 08PB

RANKS 11.92
s.oa

20.17
954

20.33
15 83

17.83
1'I 58

15.07
12.67

14.95
12.57

19 64
14 60

27 80
16 07

45 33
21 16

43.00 Nigh
33 55 Low

PERFORMANCE

TebhnIbui

SAFETY

3 Avavapv

3 Average

3 Avavapa

LEGFNOS
12 Muu Mav Avg

. ~ Rui Price Suengln
3-Ioa-1 uplii 3/uu
2-(uv-1 split 3/OS
Shadad auIa ndvalaa meum

45

BETA 70 II ua —Market) 13

Financlsl Strength Bra

Price Stnblgty 75

price Grawlh pemlsfencu 80

Eurnlngs Prudiptubllity 70

O VALUE LINK PUBLISHBNC, INC.

SALES PER SH

"CASH FLOW" PER SH

EARNINGS PER SH

DIV'DS DECL'D PER SH

CAP'L SPENDING PER SH

BDOK VALUE PER SH

COMMON SHS OUTST'G (MILL)

AVG ANN L I /6 RATIO

RELATIVE P/E RATIO

AVG ANN'L DIV'D YIELD

SALES ($MILL)

OPERATING MARGtN

DEPRECIATION ($MILL)

NET PROFIT f$INLL)

INCOME TAX RATE

NET PROFIT MARGIN

WORKING CAP'L ($MILL)

LONG. TERM DEBT ($MILL)

SHR. EQUITY f)MILL)

RETURN DN TOTAL CAP'L

RETURN ON SHR. EQUITY

RETAINED TO COM EQ

ALL DIV'DS TO NET PROF

1998

5.58
'l.26

76
.39

1.81
7.53

19.01
13,1

.68
3 9%

106 0
36.0%
9.6

14.4
40.2%
13 6aA

94
90.0

143.2
7.4%

10.1%
4.9%

52'la

1999

6 40
1 43
.87
.40

1.77
7.86

18.27
155

.88
3.0%

117.0
33 2%a

102
'l5.9
35 9%
I3.6%
II3.0
90.0

143.9
S.2%

11.0%
5.9%

6.74
1.23
.58
.41

1.89
7.90

18.27
331
2.15
2.1 /a

123.2
30.2'Yi

11,9
10.7
41 0'/

8 7%
Itt I 4
90.0

144.3
5.9%
7 4'/

2.2'/

70alo

2001

745
1.49
.77
.43

2.63
8.17

18.2/
18.5

, 95
3 OaA

136.1
64.4'A

13.2
14.0
34 5'/a

10.3'%

II3 8
1100
149.4

67%
9.4%
41%

56%

2002

7.97
1.55
.78
.46

2.06
8.40

1827
17.3

.94
3.4%

145.7
63.7'Ya

14 0
14&
40.4ya

9 sa/a

d49
I10.0
153.5

6.9'/a

9.3%
3 BaA

59%

2DD3

8.20
1.75
.91
.49

341
9.11

18.27
15.4

.68
3S'Yi

149.7
56.0a/.
'I5.2
16.
36 ga/a

I ' .2%
12,0

I ig.a
i 66.4

6,9%
10.0 la

4 7%
53'/a

v!DD4

9.14
1.89
8.
. it

v 31
I A11

6.27
196

1.04
3.0%

166.9
56.4%
185
16.0
42.1'I
9.6%

130
143.6
'184.7

6.5%
8 Tala

36%
58'/

2005

9.86
2.21
1.12
.53

2 83
10.72
18.27
19.7
1.04
2 4aA

180.1
55.P/a
19.7
20.7
41.6%
'I t.5%
10.8

145.3
195.9

7 6'/

10.6%
5.6%

47'la

2006

10.35
238
1.19
.57

387
'I2.48
18.28
235

I 27
2.0'Ya

189.2
57.0%
21.3
22.2
4D. Bya

11.7%
22.2

163 6
228.2

7.0%
9.7%
5.2%

46%

2007/2DDB

I 41 .nlf 49c

27.8/26. 3

Bold /iguana

ure consensus
uumingu

uuf/malus

und, using fhu

recent prices,
P/E runuu.

n/vu u/uneiysfu changing uum vsf in hsf iu days g Ip p dawn umwunsus oyvuI uumhgu gmwfh /cava pm /a'uv. Jasud upon unu mm&mf'u uslbnufu. Buaud upon unu unu/ypru uurImafu

ANNUAL RATES

a/ change (per sharp) 5 Yrs.
Sstss 7.5%
"Cash Flow" 9.5'Ya

Earnings 7.5'/a

Dividends 55%
Book Value 7.0%

I Yr.
5.0%
75%
6 0%
6.5%

16.5%

Ftscnt
Year

QUARTERLY SAI.ES (Smig. )
1Q 2Q 3Q 4Q

Fult
Yem

12/31/04

12/31/05

12/31/06
t2/31/07

Fiscal
Year

12/31/03

12I31/D4

12/3 'I/05

I 2/31/06

I 2/31/07

EARNINGS PER SHARE

1Q 2Q 3Q 4Q

.18 24 33 16
09 27 .3D .21

15 31 53 .13
.14 .35 48 22
.20 .37

Fug
Year

91
.87
1.12
I.is

Cnt-

undnr

QUARTERLY INVIDENDS PAID Fug
1Q 2Q 3Q 4Q Year

2004
2005
2006
2007

. I28 126
134 134
14 I 141

.15I

128 .t28
134 .134
141 id I

51
54

56

31.'I 45 6 52.3 37 9 166 9
33.3 44 6 58 5 43 5 180.1
33.7 47 9 63.1 44.5 1892

ASSETS (Smla. )
Cash Assets
Receivables
Invsnlary
Other

Cmfsnl Assuls

2S04 20S5 12/31/SS

ID.9 94 3.8
14.6 18.4 20 'I

6 6
2.3 3.3 33 9

284 31.7 Su 5

Pmpedy, Plnnl
8 Eqidp, at cast

Accum Dbpredsllun
Net Pfapsrly
Dlhur

Tulsl Assets

646.9
190.1
456.S

67.0
552.2

695 0 7762
210 2 234.5
484 8 54I.T
71.2 104.7

587 7 705.9

UABILITIES ($mSL}
Assis Payable
Debl Due
Other

Current Llab

9 51 73
3 3 tag

14.2 15.5 13.9
15 4 20 9 37.2

LONG-TERM DEBT AND EQLIITY

as at t2/31/86

Tatsl Dbbl $1796 mill. Due in 5 Yrs. $21.7 mkl

LT Debt $163 6 milL

Indudlng Cnp. Leases None
(42Y of Cup'I)

Leases, Uncnpltatlzud Armuni rentsb Wane

INDUSTRY: Water Utility

BUSINESS: SJW Corp. operates as the holding company
for San Jose Water Company (SJWC), SJW Land Company,
Crystal ChoicIe Water Service LLC, and SJWTX Water, (nc.
SJWC produces, purchases, stores, purifies, distributes, snd
sells water. It provides water service to customers in
Cupertino, Ssn Jose, Campbell, Monte Sereno, Saratoga, the
Town of Los Gatos, snd in the county of Santa Clara,
California. SJWC also provides nonregu)ated water-related
services, including water system operations, billings, and
cash remittance services. SJW Land owns snd operates
parking feei)ities in Ssn Jose, California, as weil ss owns
commercia( buildings snd other undeveloped land primarily
in the San Jose Metropofitsn area, some properties in the
states of Florida, Texas, snd Connecticut, and a 70/u limited
partnership interest in 444 West Santa Clara Street, L.P.
Crystal Choice sells and rents water conditioning snd
purification equipment. Hss 357 employees. Chairman:
Drew Gibson. Inc. : CA. Address: 374 West Santa Clara
Street, San Jose, CA 95))3.Tel.: (408) 279-7800. Internet:
http:t/www. sjwater. Com.

April 27, 2007
PensianLlsbglly$263mill m'gsvp $132mill in'05

TOTAL SHAREHOLDER RETURNINSTITUTIONAL DECISIONS

2Q'CS 3Q'DS 4Q'06

31 34 33
27 24 22

6941 '/001 7341

Pfd Div'd Puld NgnuPfd Stock None Divldundu pkm appreciation nu of 3I3I/2007

1 Yr. 3 Yrs. 5 Yrs.
la Buy
ta Sell

Hid's(000)

3 Mus. b Mas.Common Stock 18,281,769 shu/ui

f58% pl Cup y)

maiudaf iu ubiulnud Imm sources buiiuvud u bu Ialubh umi b pnwidud
S OLNSSNXI8 HEBESL lmu pubsmsm h uiriuly fw u~ uwn, uunmmmw
elauunuu or aaw Iuuu. w used hI gaanIalal II uuvkarm any pemd or dadI

essay vuuu Um Pubrdfmb kc iu ndm nmmmd. Fuukud
HE PUBLISHER 8 Noi RESPONSIBLE FOR ANY Essoss 0

d N may be Iupmuuaad, maukl, dwud or bmaniNau In any pIiniau,

4.84% II6.48'Y 53.69% 151.41% 24'I.70%
mlmui wununfbw d any und.

dul innmul vaa Nu pwf ~ ~ a ' I I I ~

nuu ubfuafkm 'nmlltL NI pladlnL
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IRK WATER Ido NDQ PRICE l t 82 PIE((AT(0 30 7 PIERATig I 50 Ttg 2 6/0
RAN)(S

PERFORMANCE 3 nverogc

Technical 3 nvumgc

3 nvucogcSAFETY

BETA 55 if 00 = ubucufl

LEGENDS—12 Mos Muv Avg
Rel Pcce Suengfh

2-lcf-1 cple 5/02
3-fnc-2 spic y/OS
gftcdW cmc fckc/cc ecuffim

10.22
5.67

'13 45
8.20

13 49
933

~$403 1f 87
11,OO $1.67

20 99
15.33

18 15 High
16.12 Low

18

Ftnundul Strength B+

Price Slabliily OO

Price Gfowlh Perslslence 56

Eurnlngs Predictability 85

O VALUE UNE PUBLISHINC, INC.

REVENUES PER SK
"CASH FLOW" PER SK

EARNINGS PER SH
DIV'D DECL'D PER SH

CAP'L SPENDING PER SH

BOOK VALUE PER SH

CONINION SHS OUTSPG (MILL)

AYG ANN't. P/E RATIO

RELATIVE P/E RATIO

AVG ANN'L Dlv'D YIELD

REVENUES (SMILL)

NET PROFIT ($MILL)

1998 'l 999 2000

18.5
3.8

2001

2 05
.59
.43
.34
.75

3.79
9.46

17 9
.92

4 3c%%d

194
4.0

2002

2 05
.57
.40
.35
66

3.90
9.55

26.9
1.47
3 3%

19.6
3.8

2003

2.1'7

.65

.47

.37
1.07
4.C 5
9/ &3

24 5
' 40
$.2%

20.9
4.4

2.$8
65
.49
.39

2.50
4.65

1D.33
25.7

1.36
3.1%

22.5
4.8

2 58
.79
.56
42

1 69
4.S5

1D.40
26 3
1.39
2.9'Yo

26.8
5.8

2DOS

256
77

, 58
.45

1.85
5.84

11.20
31.2

I 68
2.5%

28.7
6.1

Ieew)

2007/2008

63n.e/69c

28.3/25. 8

Bold /fgwec

are consensus
INCONIE TAX RATE

AFUDC % 70 NET PROFIT

LDNG-TERlg DEBT RATID

COMMON EQUITY RATIO

TO fAL CAPITAL (SNIILL)

IIET PLANT ($NBLL)

RETURN ON TOTAL CAP'L

RETURN ON SHR. EOWTY

RETURN ON COM EQUITY

RETAINED TO COM EQ

ALL DIV'DS TO NET PROF

"Nu ofunufycfcchungfng eum ecf infucf fu days. cup

35.7%v 34 9%
3.7%

35 8%
2 ~ 2%v

36.7%34.8% 36.7clo 34.4%
7.2%

earnings

es/imufec

und, using fhu

rucunf pr/ces,
PIE ruf/os.

44 $%
55.9'Yu

50.2'/c

49.0'/v

47.7%
52.3'/c

46. /%
53.3%

434%
56 5/c

42.5c/a

57 5%
48.3'lo

51.7Tv

69.9
105.7

69.0
1$6.5

686
102.3

65.2
97.0

S3 6
$40.0

90.3
$55.3

126.5
174.4

8 4%
11 6'/o

11.6%

7.9%
I 'I.6%
11.6%

7.9%
'I 1.2'%

1 1.2%

6 2%
9.3%
9.3%

7 4'/u

'to 2%
10.21/

8.5%
11 4o%%d

11.4%

7.6%
10 rp%%d

10 Oo%%d

2 5%
TS%

2 5m

76o%%d

3 0

88%
2.6'Yo

77'%%d

2.1'/
79%

3.0%
74%

2.2'Yv

77%
g chum, ccmmocuc 5.your eundugr gmum y pn ref yunc Based cfpun 3 ouu/ycfc'ecfimufec Caused upon 2 snufyc/c' ecumufes

ANNUAL RATES

at chongs (pef shgfe) 5 Yrs.
Revenues 35%
"Cash Flow" 4.5%

Earnings 45%
Dividends -3.0%
Book Value 60/c

1 Yf.
-0 5%
-2.5'%%d

35%
70%

20 5%

ASSETS ($lngl. )
Cash Assets
Receivables
inventory (Avg cost)
Olher

Curfenl Assets

zy04 tys5 12/31/ Js
.2 0 .0

3 7 3.8 4 8
7 8 .8,4,5

50 51 67

Fiscul
Year

12/3104
$2I3$/OS

12/3$/06

12/3107

QUARTERLY SALES (Smgl.) Full

1Q 2Q 3Q 4Q Year

5.3 55 56 61 225
62 67 72 67 268
66 70 77 74 287

Propwly, Plant
5 Equip. at cost

Accum Depfedslion
Nel Properly
Other

Tolel Assets

164 3
24.3

140 0
11.1

t56 t

1824 202.7
27.'I 28 3

155.3 174.4
11.9 15.0

172.3 $96. 1

UABILITIES (Smig.)
Accls PeysMe
Debt Due
Other

Cunent Llsb

EARNINGS PER SHARE Full
1Q 2Q 3Q 4Q Yesr

Rscul
Yes/

18 26 16
$63 $93 12
3.1 2.8 3.1

212 247 59
.OO $1 16 12 .47
.12 11 12 14 .49
.12 14 17 13,56
.12 .'I4 17 15 .58
./3 .17 .20

12/3 I/03
12/3$N4

$7/3$/05

12/3'I/06

t2/31/07 LDN6-TERyl DEBT AND EQUflY
as ot 12f31/06

QUARTERLY DIVIDENDS PAfD Fug
1Q 2Q 30 4Q Year

Cel-
enduf

2004 097 097 097 097 39
2005 104 104 184 104 42
2006 112 112 .112 112 45
2007 118 .118

Tnlol Debt $62 3 mil.
LT Debt $61.1 mn.
Induding Cep. Leases $17.5 nug

[48yc oi Cnp'I)
Leases, Uncepltngzed Annual rentals None

INDUSTRY: Water Ut))it)f

BUSINESS: York Water Company engages in the im-
pounding, purifrcation, and distribution of water in York
County and Adams County, Pennsylvania. Tt supplies water
for residential, commercial, industrial, and other customers.
The company has two reservoirs, Lake Williams and Lake
Redman, which together hold approximately 2.2 hiffion
gallons of water. It a)so has a 15-mile pipeline from the
Susquehanna River to Lake Redman that provides access to
an additional supply of water. The company serves 34
municipa)it)icy in York County and four municipalities in
Adams County. Has 106 employees. C.E.O. A President:
Jeffrey S, f3sman. Inc.: PA. Address: 130 East Market
Street, York, PA 17401. Tel.: (7)7) 845-3601. Internet:
http://www. yorkwater corn.

A.Z

April 27, 2007

to Buy

fo Sell

Hid's(OOO)

INSTITUTIONAL DECIIONS

20'yy 3Q'06 4Q'06

9 13
6 6 6

718 723 1164

Pension uablgty $5 8 mill In 'OO vs. $$ 9 myl in '05

Pfd Stock None Pfd Ohf'd Puld Mane

Common Stock 11,20$,119shares
(52% of Cop'I)

-4.26'Yv -9.41% -OG5% 36.09% 91.55%

TOTAL SHAREHOLDER RETURN
rffv/dundu plus eppmcicf/on as nf 3of/gpgy

3 Mos. 6 Mus. 1 Yr. 3 Yrs. 5 Yrs.

Cgfmy 'mtuu Um Pubfichlny, Inf. Al mhfc msened. Fsuusl me
HE PUBLISHER Is NOT RESPONSIBLE FOR nliv ERRORS OR

cf l may le cmccnecu. cmofrt cfood a uuucmiffel n any pased, d

mmf ik ulmeed Icom cuaces bgeved m bo &eyubfu und h pfuvcfed
OMISSIONS IEREee inc pubymyun iu cukly for~we,
~cuouk a clfm lone, a used Su ycmruliny cr uerkdlny any prinfcd a

nlluml nonmym Irt my ilml.
non coummdol. nfofmf me Mo part » ~ ~ ' I I ~

ulcdfouk pubrcrtfm cenfm oc pucker



Exhibit No.
Schedule PMA-9
Page )5 of 95

SOIJTgfEST WgFR ttog
"CF' 14 24 Peo 29 7 Itdadb"IOO) O'E'if'' 1 'j3 R'0' 3 7'/()

TIMELltfESS 3 a rrdmal

SAFETY 3 Nnv IDTSBT

TECHNICAL 3 frwerrrft/ILOT

BETA sa if aa Murkuri

201D-12 PROJECTIONS
Ane'I Talel

Prise Gain Return

High 18 (+25%1 BA
Law 12 (-15%) -yvA

High 3 7~50 5 6
Lour. 2 OJ226 3 5
LEGENDS—26D x Dividends a sk

divided BV turouvl Rale
Rdeme Pdm Srruugfh

6-iar. s ipa fy/es
5-iar-4 rpa foes
s.iw-l rail raise
5 av-4 rpli r/Di
Atw13 uPii 1AN

Sara: Nu
dib vice mdmres secession

9.2
36

83
51

TD.2
69

124 f12
76 81

14 3
10 3

152
90

TB I
16 8

ili I i
I

T53
121

Target Price Range
201D 2D11 20'I2

24

16

I2
10

Insider Decisions
JJASONDJF

iiiuy D D I D D D D 0 D

Dpiiuii al 2 \12DD I
iiidi I 1 3 I 2 2 I
Institutional Decisions

talks lalsri iolor
iu Buy 33 BD 4D
lu Sdi 32 2D 16
Bl W B415 BDBA ID1BD

$9941991 1992 1993

Perrmni 15
shares 'io
traded 5

$995 1996 1997 1996

i
I i r 1

1999 2000 2001 2002 2003 2DO4 2D05 2006 2007 2006

%TOT. RETURN 3/97
Tms YL Aeriik

slack ewix
tyr -S.e ee
3 yr 16.2 41 e
5 yr. 42.B 15.S

4' VALUE UNE FUD. INC 0-12
334

28

02

.18

39

2.41

11.60

NMF

HMF

5.5«

3.77

44

19

.18

42

2.42

11.88

145
BB

6.6Vi

403
38
DB

.14

69
2.31

11 97

358
21I

47%

429
.38

.99

.08

12

2.3'I

12.13
223
1.46

42«

4 84

44

t2

.OB

84

245

531
4li

15

.09
95

2.49

56t
53

21

.89
74

2.52

146
98

4.7Vr

165
IM

3 4'/i

169
97

? 7'%%d

11.74 12.45 12.65

563
.59
.25

,10

79
2.70

12.83
17.2
.89

2.3%

616
.65

31

.I 'I

53
3.05

149
76

38

.13

55

3.44

815
81
.42

.14

1.06

3.84

13.12 13.99 14.17

19 6 17.0 19 8

1 12 111 101
t.8% 2.09 1.7'%%d

9 t2
86
39
.15

I 78

4.21

1679

91

44

.16

I t4

4.90

248
135

l.5%

21.2

I 2'I

f.?«

14.35 16.11

923
.6'

?I
. 8

f 17

2 i.36

M6
273

L5'%%d

O. Iii

71I

3I
.213

942
85
40

2t

860 !O.N
.95 t05
.45 .50
.24,26

1.6ii

6.49
18T
6.98

1.90
7.60

1.95
IL45

35.5
189

t.6%

348
188

f5%

Bukf ee iis are
ium Lfuv

riff Arvr

22.33 23.80 25.00 26.N

Revenues per sh
"Cash Flaw" per sh

Eernlngs per sh A

Dlv'd Desi'd pw sh e

Cep'I Spending per sh
Book Value per sh a

Common Shs Oulsl 9 c
vg n'IP E Ratio

Relegve P/E Retie

Avg Ane't Div'd Yield

1I.N
1.35
.10
.34

2.0
f0.50

CURRENT POSITtQN
($MILL)

Cash Assets
Receivables
lnvenlary (Avg Csl)
Other
Currenl Assets
Acds Payable
Debt Due
Other
Currenl Lich

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
16 Yrs

8 SVv
7.0'/v

13 5'Yv

6 0%
95%

?DD4 20DB 12/31/96

4,3
27.5

19 30
239 265
1.9

17.6 182
453 477
I2 3 100
34 95

20.0 21.1

16.5
48.3
12.1
1.4

21.7
35 7 40.6 ~3.8

Past Est'd 'D3JOB
5 Ynk la '10'l2
85% 2OAA

3.5% 8 O'A

15% lf 0%
T0.0% 9.5A
14.0% 8.59$

C ac QUARTERLY REVENUES (8 mNl
ender Mur. 31 Jua38 Sep. 38 Dac. 31

Fug
Year

2884
2885
2806
2881
2DOS

39 8 45 7 55.0 47.5
452 513 541 52.D
506 554 601 57.9
55,0 60.0 65.D 60.0
62.0 66.0 660 64.0

188
203.
224.
280
260

Cel- EARNINGS PER SNARE A

ender Dier.31 Jun. 38 Seii 30 Dec. 3f
Full
Year

2D04

2805
2DN
2DOT

2008

13 .11 d DI

d 01 .15 .14 06
.03 08 .16 .13
.05 .14 .16 .(8
.05 .15 .(8 .ff

.23

.34
4D

AS
.50

Cel- QUARTERLY DIVlDENDS PAID u

ender Mer. 31 Jun. 38 Se .38 Dec.31
Foll
Year

2863
2894
2805
2DO6

2887

042
046
048
052
058

042 .D42 D46

046 .046 .050
.048 D48 052
D52 052 058
058

11
19
20
21

CAPITAL STRUCTURE as of 12/31/86
Total Oebl $130 0 mill Oue in 5 Yrs $4 I.D mill

LT Debt $128.6 lmy. LT tnterest $8.0 mlti

(Tatet interest Lalersge 2 7x) (44'/ at Cep'I)

Leases, Un capitalized: Annual rentals $6 7 mill

Penslan Llablgty None

Pfr Stark $45Jr miB Pld Div'd 5 024 mill

Common Stock 23,802,DDD shs

MARKET CAP: $356 rnllllan (Smell Cep)

11.8
2.6

41 6%

47 9'%%d

51.3%

622
192 I
6.8%

72.2

3.4
39.5'%%d

48 7'/r

59.5%
685

1ls 2

?.iV.

899
4.2

ID4 7

5.4

1155
6.2

39.8'%%d 37 O« 36.0%
'I4.4%

45 2«48 BVi 51 4%

5&7«48.2%

950 1130
1518 'I? lril

?%%d«1.6%

139
1137
?gr%%d

136 8

6.0
173 8

7.2
188 8

4.5
203 2

1.3
224 2

9.4
249

12.8
260

14.9
Revenues ()mill)

Net PraSt mil

349% 359VA 36 'l% 36 0% 358% 3&fr% 36.9%
3.2% - t 1.0% 9.5Vi 12.5/i f1.5% f?JPA

Income Tex Rate

AFUDC V te Nel Pralit

567Vi 47.9V 47.9% 44.7% 43.6% 44.8/i 44OA

Bt.g. . 520% 55.1!%%d M.4«569% 5BIPA

Long.Term Debt Rello

CammenE I Retb
295 1

3&9 6
4.6%

3&O

518

5.BA

340

450

4J/i

Total Capital ()mill)

Nel Plant (lmig)

Return au Total CB 'I

152 8 242 D 262 9

21! 5 3026 3448
5;% 3.)% 4.1!/

142 8
2II3.9
5.8yi

338

22.0
35.5%
12 Bv/

43.5AA

5fL$%

5N
758

S,DA

80%
8.1%

45%
45Vi

9 5'/

9.6%

6 0'/

38'%%d

103% 11.1Vi I14'Yi

t9.4% 11.I'/, 11.4'%%d

7 8%
32'/i

78%
31'/i

7.0'/

33Vi

91'%%d 9HN

9.1yi 9 1%
', 8%

36%

36%
36%
.8%

18%

5.0%

5.0i/

2J«
56'6

5.6%

5.6Vi

26%
53'Yi

6J/%

60A
1/P/v

Sf%%d

66%
6.OA

3.BA

5/%

Return on Shr. Equity

RetumonCamE uit

Retsined ta Cam Eg

Ail DIAs ta Net Prof

?.BA

7.9/v

3.5%
54%

publir: water utillbes in Cnlifamie, New Mexico, Oklahoma, end
Texas Services does maslly maintenance week an e centred
basis. Olf Ii dir. Dwn 63'/v at sam. shee Stein Rae Inveslment
Council, 91'%%d (4/07 proxy) CEO end Chukmen: Mark Swelek Inc:
OE. Adrir: One Wilshire Buikling, 624 S. Grand Ave. Ste 2900, Las
Angeles, CA 9OD IT. Teil 213.929 I&DIE Internet www. swwc cam

ress in Alabama. By purchasing
businesses located outside of the CFA)ifo-
nia area, Southwest Water should be able
to reduce its dependence on the state's reg-
ulatory agencies and weather dimato.
Contributions from upcoming acquisitions
wiKI not be included in our figures until
these transactions are finalized.
We effect earnings to make steady,
buii moderate, advances for the next
few years. We are leaving our earnings
estiimote unchanged for 2007, and intro-
during an estimate of 50.50 per diluted
shsrre for 2008. In addition to improved op-
erations, results should benefit from
restructuring efforts. Management plans
to consolidate several subsidiaries in order
to trim legal and accounting costs. Else-
where, there will probably be a review of
the employee compensation program.
These neutrally ranked shares have
below-average appreciation potential
for the next 8 to 5 years. The company
raised its quarterly dividend by about 12a/a
in the December period. However, the is-
suces dividend yield is still not too attrac-
tive, despite the considerable increase.
Adam Rosner April 27, 2007

BUSINESS: Saulhwesl Water Company provides a broad range of

services induding water pmduafian, Beelment i nd dislribufian;

wastewater calledlan end treatment utgrly billirur Bnd salleslian;

utrTiiy inkeslrudure canslrustian management end public works

swvices. 0 operates rail at two groups, UBBty (38% of 2D06 reve-

nues) end services (62%) Utility owns end men ges rale-regulated

Southwest Water Company is per-
forming well. The Utility Group, which
accounts for less than half of total reve-
nues„continues to make sizable bottoyn-
line contributions. Income from this unit
advanced about 15% in 2006. Much of the
strength was due to warmer temperatures
and increased water consumption. Rates
also rose, tbsllks to favorable regulatory
environments in California and 'Ibxas. We
expect the company to file for higher rates
at several facilities in 2007, lifting this
unit further.
The Services Group is improving as
vvell, Revenue at this segment continues
to benefit from the addition of new cus-
tomers and expanded service offerings. AI-
though the operating margin st this divi-
sion hss been a bit narrow in the past,
profitability is starting to improve. This
likely reflects better contract terms and
lower )eve)s of spending.
The company continues to make ac-
quisitions. In March, Southwest Water
announced that it hsd purchased five
water companies and waste water
facilities located in northern Mississippi.
There are also some acquisitions in prog-

$1 51/share(A) Diluted eemlngs Exdudes nonreaumng April, July, end Oalaber,
gains gasses): '00, (3f); '01, (58); 'D2, 16 '05, (C) In mBBans, ed)usted for splits

()236) Next earrings repen due early Mey (D) Indudes intangibles. In 2006: $360 migan,
B) Dividends hlsfarfceiy paid kr lele January,

o leal, vuiuu Uuu pubiiirvue, fua m dales reserved Fuuuui miienei u abiulaud kwu iuurcii kukevud fu bu miiebfe snd b pmvidud niiane uurruusus uf uuy kind.
THE pUBLlsHER Is NDT REspoussBE FDR ANY ERRQRs 0R okusscms HEREIN This aubiiuukuu Is sirksy iw iukswimr's uwu euaraumwdfc hiemuf uie Nu pwf
of i muy be repmrfwud resold stared w iruermaid iu wa erluiui. derkura ur ufkur luuu, ar uiid lar Seuvriiui w mkrkisue «uy pwiud or derkvdu pukyoeun, iirvku or puxiud

Company's FinenelelSlrength B
Stack's Prise Stebfgty 60
Prise Growth Perslstense 76
Earnings Predldebglty 55

~ ~ ~ . ' I l; 4 I ~



Utilities Services of South Carolina Inc
Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model

Usin an Ad'usted Total Market A roach

Exhibit No
Schedule PMA-10
Page 1 of 9

Lille

No

Proxy Group of Eight AUS
Utility Reports Water

Com anies

Proxy Group of Four Value
Line (Standard Edition)

Water Com anies

Prospective Yield on Aaa Rated
Corporate Bonds (1) 6.1 % 61%

Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public

Utility Bonds 0.5 (2) 0.5 (2)

Adjusted Prospective Yield on A Rated
Public Utility Bonds 66 / 66 %

Adjustment to Reflect Bond
Rating Difference of Proxy Group 0.0 (3) 0.0 (3)

Adjusted Prospective Bond Yield

Equity Risk Premium (4)

66

4.2

66

Risk Premium Derived Common
Equity Cost Rate 10.8 % 'l1.0 %

Notes: (1) Derived in Note (3}on page 6 of this Schedule.

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of
0 53%, rounded to 0.5'/o from page 4 of this Schedule.

(3) No adjustment necessary as the average Moody's bond rating of the proxy group is A2

(4) From page 5 of this Schedule.



Utilities Sennces of South Carolina inc.

Companson of Bond Ratings and Business Profile for

the Proxy Group of Eight AUS Utility Reports Water Companies, the

Pr r u f F ur Value Line Standard Edition Water om nies

Proxy Group of Eight AUS Utility

Re orts Water Com anies

Bond
~in

June 2007
Moody's

Bond Ratin

Numencal

~eghhig~t

June 2007
Standard & Poor's

Bond Ratin

Bond Numencal Credit Numencal

~hi I~II ht 1 ~ht th~iht ~t

Standard & Poor's
Business Position

~/P ttt 2

Amencan States Water Co. (3)
Aqua America, ltto. (4)
Artesian Resources Corp, (5)
California Water Service Group (6l
Connecticut Water Service Inc. (7)
Middlesex Water Company
SJW Corp. (8)
York Water Company

Average

A2

NR
NR
A2
NR
NR
NR
NR

A2 60

A-

AA

NR

NR

AAA

A

NR
A-

A+

1

6

5.0

A-

A+

NR
A+

A

NR

NR

A

5
6
7

6.0

3,0
20

3.0
3.0
3.0

20
2,7

Proxy Group of Four Value Line

Standard Edition Water

American States Water Co. (3)
Aqua Amenca, Inc. (4)
California Water Service Group (6)
Southwest Water Company (8)

Average

A2

NR
A2
NR

A2 6.0

A-

AA-

NR

NR

A+ /A 5.5

A-

A+

A+

NR

A 5.7

3,0
2.0
3.0

27

Notes: (1)
(2l
(3)
(4)
(5)
(6)
(7)
(8)
(8)

From page 3 of this Schedule.
From Standard 8 Poofs U.S. Issuer Ranking: U, S, Utility and Power Companies, Strongest to Weakest. June 22, 2007
Ratings and busmess profile are those of Golden State Water Company
Ratings and business profile are those of Aqua Pennsylvania, Inc,

Ratings and business are a composite of those of Artesian Water Company and Southwood Water Company.
Ratings and business profile are those of California Water Service Company.
Ratings and business position are those of The Connecticut Water Company
Ratings and business position are those of San Jose Water Company.
Ratings and business position are a composite of those of Homsby Bend Utility Co., New Mexico Utilities. Inc. , Suburban

Water Systems, and Windermere Utility Co.

'C M ITI
01 C) X

tD
(D (D fp:

up I3 '

Source of Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service



Exhibit No.
Schedule PMA-10
Page 3 of 9

Utilities Services of South Carolina Inc.
Numerical Assignment for

Mood 's and Standard lt Poor's Send ~atin&Ls

Moody's
~Bond Ratin

Aaa

Numerical
Bond Wei htin

Standard & Poor's

Aa1
Aa2
Aa3

A1
A2
A3

A+
A
A-

Baa1
Baa2
Baa3

8
9
10

BBB+
BBB
BBB-

Ba1
Ba2
Ba3

11
12
13

BB+
BB
BB-



~Mood 's

oinparison of Interest Rate Trends

for the Three Months Endin a 2007 1

S read - Cor orate v. Pubsc Uti)it Bonds S read - Public Utilit Bonds

Years

March-07
April-07

May-07

Borporate
Bonds

Aaa Rated

5.30 %
5.47
5,47

Aa Rated

5.66 %
5.83
5.86

Public Utilit Bonds
A Rated

5.65 %
5.97
5,99

Baa Rated

610 %
6,24
6.23

Aa (Pub.
Util. ) over

~AC

A (Pub. Util, ) Baa (Pub.
over Aaa Util. ) over

~C ~AC A over Aa Baa over A

Average of Last
3 Months 5.41 % 5.78 % 594 % 619 % 0 37 0.53 % 0.78 0.16 0 25

Notes: (1) All yields are distributed yields.

Source of Information: Mergent Bond Record, June 2007, Vol, 74, No. 5

)3 (r) ITI
QI O OC

up
ID

C

co U'



Exhibit No

Schedule PMA-10
Page 5 of 9

Utilities Services of South Carolina Inc.
Judgment of Equity Risk Premium for

the Proxy Group of Eight AUS Utility Reports Water Companies, the

Line
No.

Proxy Group of Eight
AUS Utility Reports
Water Companies

Proxy Group of Four
Value Line (Standard

Edition) Water
Com anies

Calculated equity risk

premium based on the
total market using
the beta approach (1) 4.0 % 44 %

Mean equity risk premium

based on a study
using the holding period
returns of public utilities

with A rated bonds (2)

Average equity risk premium 4.2 % 4.4 %

Notes: (1) From page 6 of this Schedule.

(2) From page 8 of this Schedule



Exhibit No
Schedule PMA-10
Page 6 of 9

Utilities Services of South Carolina Inc6

Derivation of Equity Risk Premium Based on the Total IVIarket Approach
Using the Beta for

the Proxy Group of Eight AUS Utility Reports Water Companies, the
6 IF V I U 61 6 dddd IR~IG

Line

No

Arithmetic mean total return rate on
the Standard & Poor's 500 Composite
Index - ti)26-2006 II(t)

Proxy Group ol Eight AUS
GEEIEUR I 66 t

12 3 %

Proxy Group of Four Value
Line (Standard Edition)

Water Com anies

12 3 %

Arithmetic mean yield on
Aaa and Aa Corporate Bonds

1926-2006 (2)

Historical Equity Risk Premium 6.2 % 6.2 %

Forecasted 3-5 year Total Annual

Market Return (3) 98 dld 98%

Prospective Yield an Aaa Rated
Corporate Bonds (4)

Forecasted Equity Risk Premium 3.7 % 3.7 %

Average oil Historical and Forecasted
Equity Risk Premium (5) 50% 50%

Adlusted Value Line Beta (6) 0.80 0.88

Beta Adjusted Equity Risk Premium 40% 4.4 %

Notes: (1) From Stocks Bonds Bills and Inflation - Market Results for 1926-2006 - 2007 Yearbook Valuation Edition

Morningstar, Inc, 2007 Chicago, IL

(2) From Moody's Industrial Manual and Mergent Bond Record Monthly Update

(3) From page 3 of Schedule PMA-11

(4) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of

nearly 50 economists reported in Blue Chip Financial Forecasts dated July 1, 2007 (see page 7 of this

Schedule) The estimates are detailed below

Third Quarter 2007
Fourth Quarter 2007
First Quarter 2008
Second Quarter 2008
Third Quarter 2008
Fourth Quarter 2008

Average

59 ed

60
61
6.1

61
6.2
6 1 GIIF

(5) Average of the Historicat Equity Risk Premium of 6 2% from Line No 3 and the Forecasted Equity Risk

Premium of 37% from Line No 6 ((6 2%+ 3 7%) I 2 = 4 95%, rounded to 5 0%.

(5) From page 9 of this Schedule



2 ~ BI.UE CHIP FIIAIANCIAL FORECASTS ~ 1Ul Y I, 2007

EXhibit ND.

Schedule PMA-10
Page 7 of 9

Consensus Forecasts Of IJ.S. Interest Rates And Key Assumptions
————History- Consensus

4Q 3Q
2007 2007
5.2 5.2
8.2 8.2
t.4 5.4
53 52
4.9 4.9
5.0 5.0
5.0 5.0
5.0 5.1
5.1 5.1
5.1 5.2
5.3 5.3
5.9 6.0
6.8 6.9
4.7 4.7
6.6 6.7
Consensus
3Q 4Q

2007 2007
79 0 78.6
2.6 2.7
2.3 2.2
2.6 2.1

Forecasts-Quarterly Avg.
1Q ZQ 3Q 4Q

2008 2008 2008 2008
5.2 5.1 5.1 5.1

82 8.1 8.1 8.1
5.3 5.3 5.3 5.2
5.2 5.2 5.2 5.2
4.9 4.9 4.9 4.9
5.0 5.0 5.0 5.0
5.0 5.0 5.0 5.0
5.1 5.0 5.1 5.1
5.1 5.1 5.1 5.1
5.2 5.2 52 5.3
5.3 5.3 5.4 5.4
6.1 6.1 6.1 6.2
7.0 7.0 7.1 7.1
4.8 4.S 4.8 4.S
6.7 6.7 6.8 6.8

Forecasts-Quarterly Avg.
IQ 2Q 4Q 3Q

2008 2008 2008 2008
78.3 78.0 77.9 78.0
2.9 2,9 2.9 3.0
2.4 2.2 2.2 2.1

2.5 2.5 2.4 22

Month ——
Mar.
5.26
8.25
5.35
523
5.08
5.10
4.92
4.57
4.48
4.56
4.72
5.30
6.27
4. 15

6.16

—-Ave

~Ma

.5.25
8.25
5.35
5.22
4.87
498
4.91
4,77
4.67
4.75
4.9
5.47
6.39
4.31
6.26

Latest 0
20 znn7*

523
8.25
334
.5 23
487
5 00
At gd
4 82
d. 77
485
499
3..57
650
d 39
6.36

rage ForWeek En
)un I

si.2S
8.25
5.36
'i.24
4.82
4.98
4.96
4.92
4.86
4.90
5.02
.5.58
6.51
4.41
6.42

---—Average For
]un 15 Iune 8
5.26 5.24
8.25 8.25
5.36 5.36
5.26 5.22
4.66 4 8
4.93 4.97
4 98 4.98
5.06 4.99
5.13 4.98
5.20 5.02
5.29 5, 12
5.89 5 67
6.79 6,62
4.64 4.54
6.74 6.5.3

i(lit g———
M~825

5.24
8.25
5.36
5.23
4.90
5 DD

4.95
4.84
4.77
4.84
4.99
5.55
6.47
4.38
6 ..37

-History
2Q

2006
82.2
2.6
3.3
5.1

Historical dat

interest Rates
Federal Funds Rate
Prime Rate
LIBOR, 3-mo
Commercial Paper, I-mo.
Treasury bill, 3-mo.
Treasury bill, 6-mo.
Treasury bill, I yr.
Treasury note, 2 yr

Treasury nole, 5 yr.
Treasury note, ID yr.
Treasury note, 30 yr.
Corporate Aaa bond

Corporate Baa bond

State k. Local bonds

Home mortgage rate

~Ar.
5.25
8.25
5.35
5.23
5.01
5.07
4.93
4.67
4.59
4.69
4.87
5.47
6.39
4.26
6.18

IQ
2DD6

84.9
5.6
33
1,8

hrou*h 9

3Q
2DD5

84.7
4.2
33
5.5

ts at

IQ 20
2007 2007'
81.9 79.3
0.6 3 I
4 0 3 j
3.8 5.2
t LIBOR is from Fed

4Q
2.005
85.8
1.8
3.3
3.5

aies 4 t

3Q
2006
81.7
2.0
1.9
3.0

for i

4Q
2006
81.6
2.5
17

-2.0

~KA .
Major Currency index
Real GDP
GDP Pnce Index
Consumer Price index
'Individual panel Inembcts' forecas e on p b a nterest rates excep eral Reserve Release (FRSR) H l5 LIBOR quotes
available from rh» IVatt nreetlournol Denmitions reported herc are same as those in FRSR H l5 Treasury yields are reported on a constant maturit basis Historical data for the

u S Federal Reserve Board's Major Currency, 'Index is from FRSR H lo and G 5 Historical data for Real GDP and GDP Chained Dice index are from tbe Bureau oi Economtc
Analysis (BEA) Consumer Price Index (CPI) history is from the Department of Labor's Bureau of Labor Statistics (BLS) "interest rate darn for 2Q 2007 basetl on ltistorical
data through lite week eraled Jane l5'". Dafa for 2Q 2007 lffafor Cnrrency index also is based on rlota throttgh week ended June i5 . Figures for 2Q 2007 fteaf fTDP, CDP
ciraineri Price Index and cortsnmer Price Inttec are consensus forecasts bus crl on n special tjuestion asked of the panel taentbers this moods,
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4 50

U.S.Treasur3t Yield Curve
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Exhibit No.
Schedule PMA-10
Page 8 of 9

Utilities Services of South Carolina Inc.
Derivation of Mean Equity Risk Premium Based on a Study

Usin Holdin PeriodReturnsof PublicUtilities

Line
No.

Over A Rated
Public Utilit Bonds
AUS Consultants—

Utility Services
Stud 1

Time Period
1. Arithmetic Mean Holding Period

Returns (2):
Standard 8 Poor's Public

Utility Index

1928-2005

11.0 %

Arithmetic Mean Yield on:
A Rated Public Utility Bonds (6.6

3. Equity Risk Premium 4.4 %

Notes: (1) SEP Public Utility index and Moody's Public Utility BondAverageAnnual
Yields 1928-2005, (US Consultants - Utility Services, 2006).

(2) Holding period returns are calculated based upon income received
(dividends and interest) plus the relative change in the market value of a
security over a one-year holding period.



Exhibit No.
Schedule PMA-10
Page 9 of 9

Utilities Services of South Carolina Inc.
Value Line Adjusted Betas for

the Proxy Group of Eight AUS Utility Reports Water Companies, the

Proxy Group of Eight AUS

Value Line
Adjusted

Beta

American States Water Co.
Aqua America, lnc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc.
Middlesex Water Company
SJW Corp.
York Water Co.

Average

0.80
0.90
NA

0.90
0.90
0.85
0.?0
0,55

0.80

Proxy Group of Four Value Line

(Standard Edition) Water
Companies

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Company

Average

0.80
0.90
0.90
0.90

0.88

NA = Not Available

Source of Information: Value Line Investment Serve, April 27, 2007
Standard Edition and Small and Mid-Cap Edition



Exhibit No.
Schedule PMA-11

Page 1 of 3

Utilities Services of South Carolina Inc.

of the Capital Asset Pricing Model for

the Proxy Group of Eight AUS Utility Reports Water Companies and the

P Grou of Four Vatue Line Standard Edition ueat~rdom aniea

Line

No.

Proxy Group of Eight AUS
Utility Reports Water

Com anies

Proxy Group of Four

Value Line (Standard
Edition Water Com anies

Traditional Capital Asset
Pricing Model (1) 10.2 % 104 %

Empirical Capital Asset
Pricing Model (1) 102 olo 10.6 %

Conclusion 10.2 % 10.5 %

Notes' (1) From page 2 of this Schedule



Exhibit No
Schedule PMA-11
Page2of3

Utikties Services of South Carolina Inc
Indicated Common Equity Cost Rate Through Use

of the Ca ital Asset Pricin Model

Value Line

Adjusted
Beta

Company-SpecrTrc
Risk Premium

Based on Market
P I I 5.~OA I

CAPM Result
Including
Risk-Free

Rate of 5.3 /0 2

3 diti IE it IA td~ii Mod \ 3

Proxy Group of Eight AUS Utility

Re ts Water Com anies

American States Water Co
Aqua America, Inc
Artesian Resources Corp
Cakfornia Water Service Group
Connecticut Water Service Inc
Middlesex Water Company
SJW Corp
York Water Co

Average

0 80
0 90
NA

0 90
0.90
0 85
0.70
0.55

0.80

46 '/o

5.2
NA

52
52
49
41
3.2
4.6 '/o

99 '/o

105
NA

105
10.5
10.2
94
8.5

10.2 /o (4)

Proxy Group of Four Value Line
Standard Edition Water Companies

American States Water Co
Aqua America, Inc
Cakfornia Water Service Group
Southwest Water Company

Average

0 80
0 90
0 90
0.90
0.88

46 F40

52
5,2
5,2

5.1 0/o

99 '/

105
105
10.5

10.4 0/o (4)

5 I' 10 'dIA Md~ii MdtdE

Proxy Group of Eight AUS Utility

Re rts Water Com anies

American States Water Co
Aqua America, inc
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc

Middlesex Water Company
SJW Corp
York Water Co

Average

0 80
0 90
NA

0 90
0.90
085
0 TO

0.55

0.80

49 '/o

54
NA

54
54
51
4.5
3.8
4.9 '/0

102 /0

10.7
NA

10.7
107
10.4
98
9.1

I 03 '/ ttl

Proxy Group of Four Value Line

Standard Edition Water Corn~anies

American States Water Co
Aqua America, Inc
California Water Service Group
Southwest Water Company

0 80
0 90
0.90
0.90

0.88

4.9 '/o

5.4
54
5.4
5,3 '/o

'l02 /0

107
107
10.7

10.6 '/0 (4)

See page 3 for notes
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Notes

Utilities Services of South Carolin Inc.
Development of the Market-Required Rate of Return on Common Equity Using

the Capital Asset Pricing Model for
the Proxy Group of Eight AUS Utility Reports Water Companies and the

Proxy Group of Four Value Line (Standard Edition) Water Companies
Adjusted to Reflect a Forecasted RiskFree Rate and Market Return

(1) From the three previous month-end (Apr '07 —Jun. '07},as well as a recently available (Jul. 13, 2007),
ual U e Bummary & Index, a lnrecasled 8 5 year total annual rn: rkel return ol88% can be derived
by averaging the 3-month and spot forecasted total 3-5 year total appreciation, converting it into an
annual market appreciation and adding theValue Line average forecasted annual dividend yield

The 3-5 year average total market appreciation of 37% produces a four-year average annual
return of 8.19%((1.37")-1). When the average annual forecasted dividend yield of 1 62% is added,
a total average market return of9.81'/8, rounded to 9.8% (1.62% & 8.19) is derived.

The 3-month and spot forecasted total market return of 9.8% minus the risk-free rate of 5.3%
(developed in Note 2) is 4 5% (9 8% —5 3%). The Ibbotson Associates calculated market premium of
7 1% for the period 1926-2006 results from a total market return of 12.3YB less the average income
return on long-term U S. Government Securities of 5.2% (12.38/8 —5.2% = 7.1%). This is then
averaged with the 4.5% Value Line market premium resulting in a 5.8%, market premium. The 5 8%
market premium is then multiplied by the beta h column 1 of page 2 of this Schedule.

(2) Average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the
consensusoinearly 58 economists repodedin the ~Blue Cia Rnancial Forecasts dated 2~ ly I, 2DDy

(see page 7 of Schedule PMA-10 ) The estimates are detailed below

30-Year
Treasu Note Yield

Third Quarter 2007
Fourth Quarter 2007
First Quarter 2008
Second Quarter 2008
Third Quarter 2008
Fourth Quarter 2008
Average

5.3%
5.3
5.3
5.3
5.4
5.4
~D

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula'

Rs= RF + ( (RM-RF)

Where Rs = Return rate of common stock
RF Risk Free Rate
I3 = Value Line Adjusted Beta
RM = Return on the market as a whole

(4} Indudes only those indicated common equity cost rates which are above 8 2%, i.e. , 200 basis points
above the prospective yield of 6.2% on A rated Moody's public utility bonds (page 1 of Schedule PMA-

10)

(5) The empirical CAPM is applied using the following formula:

Rs = RF + .25 (RM - RF ) + .75 p (RM - RF )

Where Rs = Return rate of common stock
Rr = Risk-Free Rate
(3 = Value Line Adjusted Beta
RM =.. Return on the market as a whole

Source of Information. Value Line Summa 8 Index
Blue Chi Financial Forecasts July 1, 2007
Value Line Investment Surve, April 27, 2007, Standard Edition and Small and Mid-Cap

Edition
Stocks Bonds Bills and Inflation —Market Results for 1926-2006- Valuation Edition 2007

Yearbook, Morningstar, Inc. , Chicago, IL



Exhibit No.
Schedule P MA-12
Page 1 of 8

0
0

0 000000
0 0 N

I C o 000000 N o000 C 0 IODOOOO
OCIWO I OSC0000000000N 0 0 0

006DOO
00 O0 0

a

tl

66 0 I
AOOO

e I 'I' 0 &Decl cll 64 I oe 0
IC
4

DAOODOOeN eeee et

IL

IL

»
ltl

e

0 4

0
U

N 0 000o000000 I
0

000 0
0 N N

OD D D D 06000 0 NO 0
Cl D0ODOD

N 000
0

N N I060 0
I

I I0 D

0
N

0 0
0 a'00\ I I&0 I»64D W60 I' CWNNAI DC

I DAcceI t
Z

2
0

O

E
Ul

E
0

n

Ul
W

Ul

o
E
E
0

ta

o

a

ttE

c
E

E 0
0—
E3

Y0
4Z

I-

Z

0 e

IL

IL

al

0

0

0

0
I»

o 00

0 I

0 o 00 0

I
0 t

0 I6
I

W
C

&DO NoottwDoUD tct WoeD I

A
I

4
O O

ie R
D O0 0

I 4
4 Cl eeoc I ld

A I

I I
C

)I C
N 0 4 C Cl 0 0 0 0 )I 4 N 0 a I I 0
N

N0 0 N
0 o 0 0 I

I
C

O O 0 C
000 0
4 C Q 4

I I D0 00
0 0 0

0
I4 0

0
O

00
500

0 0 00

D O

0 D0
OOOO

I
I O0

0 00 0

ooeeIBI a0$0m00000000600DO
W

&
D

0 D

I 00 OD oo0OOOD0600

4 A 40
0 0

I

N0
D 4 N 0Nr 04 00WNI N

N N t 0 I
8

N0 D
Ul 0

I O

tt

0
X~oYHR 30 0 IIO I 0

0 I 0 0 I C D I 0 0 I I 0 I 0 N0 I I P

400 0
0 0 0400000 o o o o o o 0 D o o o o 0 o 0

I0000
N e c c 0 I I I

4 4 D I 0 I 4 O IDOOOODOOD00600
I4 COOD6

e ANU 0OOCSWWC IO000000000000

000
o0 D

0 oo o OAAADOW I O IIOODDD06060DOO 0 'R I R 8
OOD

AOUD I OAADOOAODADADOCODOOOOOODO
I DOOOWWOWD400830o00OIOOII O60D06006660600006000000000000

UI

C

Z g
t' 0 -"„

E
IL

U. E00

Z

E
E

0 tc
a0
a. 0
E Ul

IL 0 4

0

IL

4

dl o 4

I
O0

L

0
U

Ul
4

o8

E
4

IL

»

eZ

ZI

Ia
.- 0 a

I 4I
o E»
kmm

E I

0
& )4

Eoe o
Ct dl la

0
dl

&

E
ta la

I- d
a0
Z

al la 0

e
0

dWgxm

Ea

I
Ll 0

o E
Et dc Q

8oB

'O

xt& e

V 8 0

4
E

e

0—

a o

O0 0

E

0'&

e0 V

U

I0

i Race0 0 4

4 0
C 0O.a a octtl 0 0 0 0 IU

e
c E4
dl—0

4
E

td IU

I
E

5 45*

m Ul

IL
E . Z0 er„

O 00 0
4Zmzz

Y4 It5

eaa g E 4ZZZZ



Exhibit No.
Schedule PMA-12
Page 2 of 8

l

0
0 N

D iCOOOoO I»

0
V N

0
N

W
D 0

I» Cc c 0000000 0
ID
0 ON06000000

00 noo n w o r0 D I C I I00060DOOOO
N0

E
C

oeoo
U 0 N I1

0 'D 0
R I

0
n

0 0 0
e D I f N 0 n C 0 0 I o 0 0 INN Rl

0
Sl o o o ci0 0

U E D n oen
OOOO

0 I

000
0
0

D N0
OOOO

0 f
Rl N
D

0 I I e 0 Ien R f ceneDOOOOODOOD IDOODO6600000 00

ll

3
Z

Ni 't

o C

0 Rt Se N
C W I

0 N0 IV II WC 0 CODD
N t N

N I 0 N 0 0
N N

C

C C

C

E
C
Ll

IU

E
E
U

Cl

0

K
0 N N

0

0
'D IO

N N 0

U D
I I t

e
C

o N i 0 o o e rvN60 liv I '0
n I

I I I I 0
C N I C

0 ID D
I Ci I

D

WOE�'D

I I
I N N R

WC'VW
I \00 I

N
D 0 1

rt en 60006666660 ' v ' 'v
N N fl ™

N I
D C

I

I 0 Dl
C

ID ID V I 0 0 0 0
D W t I N

N

N
N 0

I D I WDODWWt

E

Z
E D

3
Ul

4
E
D
U

3

0

G

D.

E

3

R
Ut

0
ED

O

0 t
Ul

Vl

D

0

0 0

0 C
C

D

0
N

0 0

000

C 0 D
N D I V V

I 0 o o I N
6 o o o 0 N 0 I o 0 I 0

N N

C
f I It

DN 0
Cl0 I 0 c 0N D o N I

N t

DEVI ClN S0 0
OOOO

U 0 0 0
DORSRB0 D0 0 0

D
I C0

0 0

0
W0 0
0 0

0 C D W00 0
OOD

D C

D00 D

R R 0 I

00000
00

C 0
0 0

D o e D
IO D C O0o000000000

Deer
R = R o"

000000
00 0 0D C0 00 000o 00

D D
W

DEV I ICICI--R
IIVI N or

C 0
I OOD IVO
n

I
OVD

U

01 OD'0 C

0 E

e R
IV OW

N I I

N N IIWD

0

I wwSD

nnnn
0D DID I0 f'nnnnC I I

\V
i

00 0
I

C
n

Wf I 000 I I EVtUWNI WODWW00660000DOD6000000D 0
Cl

C
W0o0

eefi i Donee IVI NO
D e ee eeeeeNzo e e
0 0 0 0 0 o 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

0 D I

OOOO
D f n 0 I 0 0 0 I EV 0 t e ID 0DWVDCI W IEDDCID DC
D 0 0 0 0 0 0 D D o 0 o o o 0 D 0 0 0 D

D0D 000000000000oo000o0 ID IDWot-00 0 Woe oe oooo 0 0 0 0008000ODOODOooOOOOoOOOODDo0 0
RSSNWRRRRSNW
0 OOOODO 0

0 VI W 0 N D O 0 O D 0 D 0 D 0 00WRDR or0600DD660066666 C 00 0
oo I OR00000

UI

Z

3 ED

"
'c E4

E

t 3
E Dp 'C

V 4
e,6 Z

E N

C. UC to z E

tl
C

p

V

Do 4
0 0

D

Z
Z.
U

U IRo E

0 0
Y Y

0
U

Ut
IL
C

IU

O

I»
Z

Z
Z IU S

C i0 oV
C

p p

0Vu
0

0
V
p
0 ")

T C

EX%

D U
Et R
C

D

Y I

'0

U p
D
D

zzz

E

EE e
c E

D tl
0e 6 -"

C

0 'D 'E'tze
z OO

0

D
3
Z 6
3 V
RR
kR

IC

—Iii

C

IL

p

oo0 0
R t
4 4

4 C
D
U 0

4
D. D. Il

Z

"'i
IL 4

E

e It

84 p'

R
0

6 U
R Ic
E'3 5 KP

IVo
D. 0
EC K tt

Ra
D 0
0 0
K K

E Z
U

I-Et K
K Ul

cc e R 0 R R rD

D

R v
C

ID ID

3
Dei

0
N Ft EC

e
U &0

U

e t
R ID

D.—E
D 4
DV

X
0 I-

DZ
V 0ESU'EF
R R 4
I" I-



Proxy Group of Qno Honored Forty-Twc Nc -Ul icy

Companies Camperable lo Ihe Proxv Group of Erghl

AUS Uble Re orle Water Com ones I

Trito Co
Total System S cs
Tupperware Brands
UnrledHeetth Group

Unwersal Heaoh Sv 6'

W(h40 Co
Washrnglon Group int'I

WellPotnt Inc

Wolverine We rid Wrd e
Zebra Tachn. 'A'

Ztmmsr Holatngs

Average for Ihe Nonnttxsv Group

Adi

Bale

1.00
I 00
1.00
0.65
0.75
0 85
095
0 85
0.95
I 00
0.75

069

Un eel
Beta

0 93
0 95
0.96
0 46
0 57
D T4

067
0 75
0 87
0 96
0 60

0 79

fat a Proxy

Standard
Error
of the

~Re rcmtcn

2 DZ I 8

3 5679
3 4380
3 2754
3 5183
3 5600
1 3956
3 6296
3.3135
3 6256
3.4973

3 2264

009 6

0 1121
0 1080
0. 1029
0 1105
0 I I I I!

0 1167
0 1140
0 ID41
0.1139
0 1098

0 1014

20 9
429
30 5
19 0
30 5

63
9 4

t3 0
3 4

70 4

18 5

19 2
21 0
3 6
17 7

279
6 4

12 ~

12 0
14 I

9 3

6 3
17 4

299
24 \

13 2
22 6
70
54

14 4

15 I

15 2

29 2
192
25 7
16 G

13 2
21 6

7.9
10 0
16 I

13 I
16 5

Ut inc servtcescfSoulhCa In I c
Comparable Eamrngs Analyso

Group of one Hundrod Forty. Twa Nan-U! Iny Csmpsn es Comparable to the

Prox f I htAU Ultl Ra o r m t I
Rat o of Rctum an

Ster'tlitrd

Devtsgon
of Bets 2002 2003 20G4 r005 2006

3Z 9

ZD 5

23 S
20.D

10 9
18 2
10 I
12 5
IS 4

13 0
170

Pc fee nf

2 ~ 6
'I9 4

28 6
25 8
'14 8
24 2
75
99

14 4

13 7

25 7

Sludenf s
T.SIsltilrc

0 45
0.09
I 04
0 75

(0 36(
0.59

(I 13(
(0 891

(0 421
(0.49(
0.7 4

Book Comman E un, Nci Worth or Partners' Ca aaf

5- ear Avera e 2

Parce tl

330 f4

14.0
20 5
250
12.0
16 0
11 0
I 2 5
17 0
12.D
19 D

Sluecr I s

T-Slat Itic

264
(0 481

0 59
I 33

(0 601

ID 151

(D 97(
(0 721

0 D2

(0 801
0 34

5-Vccf Pro ence 3

Average fer ths Proxy Group of E ghl

A''6tFMdy ReponsM(ster Co, pa I ~ D 80 D 67 3 2277 (51 0 1014

Mean

Cohclus on (61

Conservsltvo Mean (7(

Conservattve Concfuston (Sl

See pages 6 and 7 for notes

17 tke

16 7'6 (61

14.315(,6'I

16 ZSS

14 ZSS

V M ITI
II) O )d

&Q
(IT (IZ g-'

03 U'

M



pocvGoupofomHu d dSO e Iy.The No Utwtv

cttmpa es c tnpamcle lo lhe pmm Greup of Four

VI l. SIMMEOO Wt C 9

ABM Indusmcs inc

Abtmh Leos
Atfto Pens

mqm
Alba 1 Inl'I'A'

rlfbe an c q
Adergerl ttc.
Albed Cafnbf Corp
Ar or Clp Stray g' le
Af or Gmotlt po
AmensoureaBeme
AneCerl o Pelroleu

Annaly Cap 1st MgmL

Apache Conk
Appfebee' ~ tnl'I

Apna H akhcan
Archer Dstmls M dl'd

Arrow fnn

Bemm Gnltfp

Sed Satb 4 Bove d

Semlev IW R.)
thorn I

Slack 4 Decke
Bob Evans Fonna

Bonl4m Group
Brlggs 4 Stretto
8 k loll
6 stol. M emSq bb

Bnmn 4 Bra
Brmkle (The Pnc
C H. Rob naa
CBRL Gmup
CDW Con .
CIARCOR Ina.
CSX Cetp.
CVB Cemmsrk Com
Cobol C rp

Cabdo Con
Casey' ~ Gmti Store4
ClmfcoPotnl Inc.
Coca&of ~ Sohaftg
columba sachs ar
Comnmrce Barcnm NJ

Ca~1 Incr.

Conslegagon Bmnds
Cam Prorkmla Irdt

Cmpomte Esecudve
Conscbom Coqr. Am r

Crena Co.
Curbss-Ihhphl
CyleC Iftdh

DaVgs Inc.
Oalaseapa Com
Deem 4 Co
Del Monte Foods
Doff Irq
Oqlmtd Inc
D erne Ccfp
Donaldmn C
ESCO Teel I 6 m
East West Banc'4 p

Eastman Cfmrncal
Edmrnh Lrfeoo heel
Energ car Holmr gs
Ed s Nlhm Intanom

Fs e Jbo
GBK Serv trna

'A'

Genlvte Group
G 'lf Coro.
HNI Corp.
Hancock Hold p

080
0 90
0 90
0 55
I 05
I OS

0 55
0.Et
IM
0.90
0 85
0.90
1.00
0 90
0 S5
D.BQ

0.55
0 75
0JN
Q.QS

0.95
075
0 95
085
1.00
I 05
0 90
I 00
0 96
Q.JN
0 95
0 85
0.90
D.IN
1.00
0 85
0 SS
Q.W
I JN
0.95
0.75
I OS

1,00
I.CO

0 BD

0.90
0 SS
0 Btt

I CO

0.80
1.05
D.55
1.10
I.CO

0.75
0.90
0.95
0.90
090
I.CO

I.M
1.00
0.70
0 80
I 00
1.00
1.10
I 00
0.90
0.80
0.90

vnsoi

0 66
0 7!t

0 91
1.03
I D7

0 74

0.68
0 97
D 79
0.70
0 83
OW
0 80
073
0 S3
07?
0.57
E84
DW
0.68
0 81

0 55
0.75
D.QS

I l72

0 51

0.98
0 57
D.TS
0 91
071

0 55
0,!N
0 70
0 86
0.92
0 91
0 91
056
I 01
0.98
O.W
D 55
0 52
0.75
0 IN
0 71
094
0 Sg
l.06
0.75
I 11
OW
0 f!5
084
057
0 84
0 81
0 55
D 94
094
0.53
0 63
I 00
0.55
110
095
05~

0 SS

Jill iree Se m of uth

Co p mbl Er, g Analvst

f ~ Pmry G up I 0 H d d Se tv-Th ee No Ubl ty

P v IF r I n

51~ dam
Emr
of the

51 dard

0 al o Same 's

P rm t T.SlabebfB I

DT IO 86)
I 37
0 73

(0 56t
(0.581
(0 511
I 26

(0 191
(0 W)
(I lit
(0.771
io 07)
(0 581

96
Jf '

25 5
13 7
12.9
11 8

30 4

33 3
10 6
74
83

22 3
49

If

24.7
25 6
10 9
83

135
25 3
20 7
24 8
35 7

65
10.9
16 I

16 0
25.6
19.7
17 3
26. I
tl 6
21.5
15 5
97

14 I

11 5
18 3
120
16 0
30.5
17 6
12 3
74 4
12 8
74

19.5
80

11 I
15i
11 8
11.4
24 ~

55
21 I
10.4
9Z.S
it 8
24.9
21 I
13 2
14 8
30.1
18.1
EI 2
IS 4
18 0
84

15.6
13.5
22 7

11 3

SZ
Je 6
25 ~
11 8
11.8
103
4" 4

10 0
I 2.0
53

11 2
f4 I
15 7

19 I
21 6
31 7
62

133
Ill 3
20 I

17.0
22 3
36 5
11 4

10 6
15 7
16 I
31 7
222
11 3
221
13 4

16 5
14 7

63
ll I
'll 6
14 I

5.3
16 I

SS 5
18 7
152
105
11.2
8.3

18 I
19 2".D
13 3
10 9
I Z.O

532
vs

16 I
16.8
421
152
19 7
Zt 3
12 0
16 3
72

152
ZQ
155
31 7
89

11 5
15 t

13 II

12 5

12 I

20 7
I' 7
13 7
12 6
245
14 7

I ~ 9
11 2
10 8
f18
203
11 5
21 I

29 4

68
f31

31 h

20 8
10 I
20 I
43 6
13 I
10 8
tt 5
Ir 0
22 7
21 2
121
22.6
11 7
20 0
14 6
75

13 6
141
13 I

98
t91
69 0
2t 7
15 8

69
16.4
76

13 9
14 5
12.3
13.9
10 I

113
210.3

93
10 I

I ~ . I

43 5
16 8
21,0
Z2.7
71

16 I

67
15 4

26 4

16 7
38 6
11.2
14,0
11 6
14 I

12 0

3 1680
2 9490
3 5672
3 233D

2.9631
2.8012
2.W27
3 3121
3 0704
3 2385
3 4155
3.221 5
3 IEI4
3 3705
322I4
3 5143
3A3S3
3.2722
3,5368
3 3062
2.7787
3 0321
3 0279
3.0103
3 I'JBT

3 JM6
3 4277

2.9572
28177
3 Si?5
3 3WI
3 4492
3 MNT

2 9116
29303
3 0918
3 3370
2 9249
3 2352
3 ZS95

3 4431
3 R)M
3 2218
3 3330
3 5421
3 2904
3 SMO
3 3549
3 MT I

2.80E!
1 2501
3 Mlz
3.1065
3 5476
25T11
2.9I72
3 3444

3 0570
3 14CQ

2 8322
3 5629
3.4143
3,M38
2.IHCO

3,3041

3 1992
2.7920
3 I!i53
3 5243
3 3231
28!G4
3 0119

95
24 $

89
27 3

D 0995
D 09?6
0 1120
0 1015
0 0931
0 0880
0 0931
0 1040
0 0964
0 1017
0 1073
0 1012

24. 1

124
12.2
129
290
IS 8
11 9
74

10 5
16.9
122

13 7

12 5
192
14 4

89
98
25

I 1.6
18.7
56

18 0
18 0
13 4

10.7
14 2

11 3
98

10 8

12 6
11 6
76

10 6
17?
14 6
20 4

ZZ 3
28 5

~ 7

12 5
ID 5

lf 1005
0 1059
0 1013
0 1104
D I QM

0 1028
I

21 5
26 6
94

11.6
12,4
?2 I
17.7
Z2 8
37? (41

9D
96

f40
18 0
238
20 ~
14 6
24 2
5.3

18 5
15 I
sa

i37
10 5
Itl 2
9.Ii

17 4
43 3
18 I

14 2
15 5
128
53

IQe
11 9
' I 8
16 2
10 9
12, 1

,70 I (41
40

17,7
128
59 8 (41
13.9
21 5
21.7
30 5
153
16 2
155
55.7 (4)
18.2
22.2

5.9
14.5
139
18.5
12 9

0 4!
I CD

10 691
(0.651
(0.561
0.54
002
0 58
2 16

(0 931
(0 BT)

(0 381
0 05
0 67
032

(0 32)
074
0 09
0.22

IO 26)
(I.CO)

(0 42)
(0 731
ip 141

(0 851
(0 011
494
007

IO 361
0.11

(0 521
(1.01)
0.12

(0 El)
(0 85t
10,14)
(0.731
(0 591
575

(I Ol1
002

(0.521
4 El

(0.401
0.44
0 IS
I 44

(0 24)
(0 141

(0 111
4.20
005
0 52

(0 95)
(0 33)
(0 40)
0 11

io 511

Zl 0
20 S
24 2

It a
75 E
35
99

18 0
13 6
10.5
19.4
28 3
35 5

0 HGB

0 0673
0 0952
0 0951

t9 5
22 5
28 3
57

12.I
16 6
20 7

23 4

20 5
140
Zl I
13 2
19 4
14 9
85

13 I
10 2
16.9
91

15 0

0 0545
0 tm83
0 1058
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Utilities Services of South Carolina Inc.
Com arable Earnin s Anal sis
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Schedule PMA-12
Page 7 of 8

E Estimated

Notes: (1) The criteria for selection of the proxy group of one hundred forty-two non-utility companies
was that the non-utility companies be domestic and have a meaningful rate of return on book
common equity, shareholders' equity, net worth, or partiners' capital for each of the five years
ended 2006 or projected 2010 - 2012 as reported in Value Line Investment Survey (Standard
Edition). The proxy group of one hundred forty-two non-utility companies was selected based
upon the proxy group of eight AUS Utility Reports water companies' unadjusted beta range of
0.37 - 0,97 and standard error of the regression range of 2.8023 —3.6531. These ranges are
based upon plus or minus three standard deviations of the unadjusted beta and standard
error of the regression as detailed in Ms. Ahern's direct testimony, Plus or minus three
standard deviations captures 99 73% of the distribution of unadjusted betas and standard
errors of the regression.

(2) Ending 2006.

(3) 2010 - 2012.

(4) The Student's T-statistic associated with these returns exceeds 1.96 at the 95% level of
confidence. Therefore, they have been excluded, as outliers, to arrive at proper mean
historical and projected returns as fully explained in Ms. Ahern's testimony.

(5) The standard deviation of group of eight AUS Utility Reports water companies* standard error
of the regression is 0 1418 The standard deviation of the standard error of the regression is
calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Re ression
/2N

where: N t= number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1418 = 3.2277 = 3.2277
/518 22.7596

(6) Mid-point of the arithmetic mean of the historical five year average and five year projected
rate of return on book common equity, shareholder's equity, net worth, or partners' capital.

(7) Arithmetic mean of historical five year rates of return and five year projected rates of return
on net worth, common equity or partners' capital excluding those 20% and greater as well as
those 8.2% or less, i.e., 200 basis points above the prospective yield of 6.2% on A rated
Moody's public utility bonds (from page 1 of Schedule PMA-10. )

(8) Mid-point of the arithmetic mean of historical five year rates of return and five year projected
rates of return on net worth, common equity or partners' capital excluding those 20% and
greater as well as those 8 6% or less, i.e, 200 basis points above the prospective yield of
6.6% on A rated IVloody's public utility bonds (from page 1 of Schedule PMA-10. )

(9) The criteria for selection of the proxy group of one hundred sixty-five non-utility companies
was that the non-utility companies be domestic and have a meaningful rate of return on book
common equity, net worth, or partners' capital for each of the five years ended 2006 or
projected 2010 - 2012 as reported in Value Line investment Survey (Standard Edition). The
proxy group of one hundred sixty-five non-utility companies was selected based upon the
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Page 8 of 8

Utilities Services of South Carolina Inc.
Com arable Earnin s Anal sis

proxy group of four Value Line (Standard Edition) water companies' unadjusted beta range
of 0.51 —1.11 and standard error of the regression range of 2.7731—3.6149. These ranges
are based upon plus or minus three standard deviations of the unadjusted beta and standard
error of the regression as detailed in Ms. Ahern's direct testimony. Plus or minus three
standard deviations captures 99.73% of the distribution of unadjusted betas and standard
errors of the regression.

(10) The standard deviation of the proxy group of four Value Line (Standard Edition) water
companies' standard error of the regression is 0.1403 (3.1940 /22. 7596).

Source of Information: Value Line, Inc. , June 15, 2007
Value Line Investment Survey (Standard lEdition)



Ubhbe» Services ot South Carolina inc
Authorized

Returns

on Common Equity and
Common Eqw'ly Rabos lor Electric and Gas Distributio Compania i

for the Twelve Months Ended June 2001

Exbhib No.
Schedule PtilA-13

Dale

6.Jul. 06
24-Jul.06
24-Jul-06
26.Jul-06
28-Jul D6

23.Aug-D6

I-Sap-06
14-Sep-06
20-Sepga
26-Sep.06

6-Oct-06
20-Oct-06
2-Nov-06
9.Nov-06

2'I-Nov-06
21-Nov-06
21-Nov-06
21-Nov-06

I-Dec-06
I-Dec-D6
7-Dec-06

21-Dec-06
21-Dec-06
22-Dec-06

5-Jan-07
5-Jan-07
5-Jan-07
9-Jan-07

I I-Jan-07
11-)an-01
I I.Jan-07
11-Jan-07
12-Jan-07
19-Jan-07
19-Jan-07
26-Jan-DT
B-Feb.DT

14-Mar. 07
20-Mar-D7
22-h'lar-07
22-hier-07
29-Mar-07
15-May-07
17-May-0'1
17-May-07
22.May. D7

22-May-07
23-May OT

25-May. 07
5-Jun. 07

13-Jun 01
15-Iun-D7

I 8-Jun-07
22-Jun 07
28- lun-07
29-Jun-07
29-Jun-01

Maine Public Servire
Central Hudson Gas 8 E.leclric
Central Hudson Gas 8 E.leclnc
AEP West Virginia
Comonweakh Edison
New York Slate Eleclnc & Gas
Northern Slates Power
PacifiCorp
Kinder Nlorgan
Chesapeake Uklities

Unilil Energy Systems
Orange & Rockland Utilities

CenterPoint Energy Minnesota Gas
Public Service Electric 8, Gas
Central 86nois Light
Central Oanois Public Si rvice
alinios Power
Consumers Energy
PaciTi corp
Pubfic Service of Colorado
Central Vermont Public Service
Empire Dislnd Electric
Kansas City Power & Light
Green Mountain Power
OGE Electric Service
Pugel Sound Energy
Puget Sound Energy
SEMCO Energy Gas
Metropolitan Edison
Pennyslvania Electri
Wisconsin Public Service
Wisconsrn Public Servke
Portland General Eleclric
Wisconsin Power and Light

Wisonsin Power and Light

Fitchburg Gas Ii Electric
PPL Gas
Connecticut Natural Gas
Delmarva Power 6 Light

Rockland Electnc
Southern Union

Atmos Energy
Appalachian Power
Aquila Networks-MPS
Aquila Networks-LSP
Monongahela Pow IPolomac Ed
Union Electri
Nevada Power
Public Service of New leampshire
Cascade Natural Gas
Northern Slates Power
Enlergy Arkansas
Public Service of Colorado
Appalachian Pow Nuheekng Pow
Arizona Public Service
Yankee Gas SeMces
Public Service of New Mexico

Type ot
Uk lity

Electric
FJectric

Gas
FJeclric
Electri
Electric
Eledric
Electri

Gas
Gas

Electric
Gas
Gas
Gas

Electric
Electric
Electric

Gas
Electric
Electric
Electric
Electric
Eteclric
Electnc
Electric
Eledric

Gas
Gas

Electric
Electric
Electric

Gas
Electric
Electric

Gas
Gas
Gas
Gas
Gas

Electric
Gas
Gas

Electri
Electric
Electric
Electric
Electric
Electri
Electri

Gas
Gas

Electric
Gas

Eledric
Electri

Cas
Gas

Stale

ME
NY

NY

DW
IL

NY

MN
OR
VW
MD

NH

IJY
IIIIN

Nl
IL

IL

IL

Ml

UT
CO
VT

MO
MO
VT
AR
WA
WA

Ml
PA
PA
Wl
Wl
OR
Wl
Wl
MA

PA
CT
DE
Nl
MO
TX
VA
MO
MO
YW
MO
NV

NH

OR
ND

AR
CO
WV
AZ
CT
NM

Aulhorized
Return on

ID 20 %
960
960

10 50
10 05
9 55

10 54
1000
11 00
10 75
9 67
9 80
911

10 00
10 'I2

10 08
10 06
tt 00
10 25
10 50
10 15
10 90
11 25
10 25
10 00
10 40
10 40
11 00
10 10
10 10
10 90
10 90
10 10
10 80
10 80
10 00
10 40
10 10
10 25
9 97

10 50
10 00
1000
10 25
10 25
10 50
10 20
ID 70
9 67

ID 10
10 75
9 90

10 25
10 50
10 75
10 10
9 53

Authorized
Comrron

~Eui FiaEo

5000 %
45 IK)

45 00

42 80
41 60
51 67
SO Dt)

43 56
53 Oi)

43 10
48 00
46 11
47 4I)
45 57
48%2
51 56
35ty) '

6D O)
55 57
4974
53 B)
52 7)5

32 33
44 DD

44 oo
42 94
49 OD

49 00
57 46
57 46
5000 (5)
54 13
54 13

51 79 (5)
53 60
46 90
46 50
36 06
47 90 (5)
41 'll '
48 17
48 17
46 D7

52 22
41 29
47 (6
45 Ml

51 '59

32 19
6D 17
42 IIS
54 00
50 30
48.00

&2&&6)

&2)(4)&7)

&2)(6%1&

(2)&7)
P)&9)
&7)

(3)(9)
(2ND)

&2NB)

&2&

(2)(4)p)
(2)(4)(6&
(3)
&2&

&7&

P&
P)
&3&

(2%4&

&2)

(2)

(2)
(2)

(2)
&7)

&1)

&2)(4l

(2)
(2)&3)
(2)&6)

&2)(6)
&2)

(2)

(2&

&2)(11&

Moody s A
Rated Public
Utility Bond

642 %
6 40
640
640
64D
6 37
6 37
6 37
6 31
6 20
620
6 20
6 00
6 00
598
5 98
5 98
598
5 98
598
598
5 80
580
5 80
5 80
5 80
580
5 80
5 80
5 80
5 80
5 80
5 BD

5 80
5 80
581
5 81
5 96
5 96
5 90
5 90
5 90
5 85
5 85
5 85
5 97
5 97
5 97
5 97
5 97
5 91
5 97
5 97
5 99
5 99
5 99
5.99

378 %
320
320
4 'IO

3 65
3 18
4 'l7

3 63
4 63
4 55
347
3 60
371
4 00
4 14
4 10
4 ID
5 02
4 27
4 52
477
5 10
545
4 45
4 20
4 60
4 60
52D
4 30
4 30
510
510
4 30
5 00
5 00
4 19
4 59
4 14
4 29
4 07
4 60
4 10
4 15
4 40
4 40
4 53
4 23
413
3 70
4 13
478
3 93
4 28
4 51
4 76
411
3.54

Average ~ Aa Cases 10.29 % 48.()1 % 5.99 % 429 'A

Average - Litigated Case, 10.35 % 47.ir2 % 5.93 % 4.42 %

Pmspeckve Yield on A Rated Pubfrc USlity Bonds

Average Spread behveen Aulhroized Relume on

Common Equity and tha yield on 10-yesr U S
Treasury Notes for Utigaled Cases

Indicated Common Equity Cost Rale

6 60

4 42

I 1.02

Notes: I I) Actual A rated yield represents Ihe yield of the previous month if Ihe order was issued an or after the 21st of each month, ar Ihe yiekt of

two months prior if Ihe order was Issued an or before the 20th at each month For example, Ihe yiekl for 7)t7IOT is Ihe A rated Public

Utility yield for July Z007 and Ihe yiekl for TI26/01 is the A rated Pubkc Utigly yield for August 2007

(2) Order followed lua or partial sapulation settlemenl by Ihe parties Decision pargculars nol necessarily precedent- setting or specNcagy

(3) Inlenm rale implemented prior la Ihe issuance of anal order, normally under bond and subject io retund

(4) Rate change to be implemented in muoiple steps

&5) Hypothetical

(6) Rale change applicable lo electric distribution rates only

(7) Rale change applicable to eledric transmission and distributio rates only.

I9) indicated rate increase lo be phased. in over tow years, with a 6 88% ROR aulhorized tor 2006, 6 89% for 2007, 7 09% tor

200S, and 7 48% ter 2009
19) Rale increase decfmed lo 5114 9 million effedive I/U07

(to) Fram page I of Schedule PMA-10

&11)

Return

implicit in setaement

Capital structure indudes cost-free items or lax credit balances at the overall rale of return

Source of information.

Major Rale Case Decisions - January 2005- December 2006, Published by Regulatory Research Assoriates, Inc, An SNL Energy Company

Regulatory Focus - Regulatory Study, Major Rale Case Decisions - January-June 2007, July 3 2007, Pukfnhed by Regulatory Research

Associates, inc, An SNL Energy Company

hlergent Bond Recorrl Monthly Update, June 2007, Vol 74 No 6


